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i reasonable lease rates under scenarios one, two,
iz three, and four?
sl A: That's correct.
W Q: Okay. And for scenarios one, two, and
isi three, there are two appreaches. It's direct costs
i1 and fully distributed costs?
171 A: That's correct. )
e Q: And for scenario four, even though there's
io1 two columns, theyv're exactly the same numbers.
i fiol  A: They are. It's really only one scenario. -
nult says fully distributed cost. That's just
it21 because of the way the sheet was set up.
nz Q: Okay. What's this -- What does it mean,
14 the label, when it says blended cost base?
ns;  A: It's a -- Because the recurring costs were

£ ue; taken from a blending of your -- of -- not of your;
i 7l apologize -- of AT&T's 1991 and 1994 break-even
;81 analyses. :

: nel Q: I'm sorry. Say that again, please. You

" 1201 say the recurring costs were what?
2t A: Taken from a blending of the 1991 and 1994
tzz1 hreak-even analyses.
3l Q: Okay. There are only five pages here. I'm
e pretty sure I remember there were actually six
us| pages, one for each model phone. Solhave a
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1s1overhead gross-up.
Q: 5o it only takes a portion of direct costs
131 and grosses it up by 40 percent?
A: It takes everything except the
1si cost-of-money portion of it. In other words --
Q: Hang on for a minute.
A: Sorry.

Q: Okay. What's it do -- Or strike that.

@ How do you treat the cost-of-money portion
j10/in arriving at fully distributed costs?
A: That portion is just -- That portion just
n2rdoesn’'t happen to be in the -- in the 40 percent
naithat is taken out. The fully distributed cost
nalincludes a cost-of-money portion. 1t's just not in
usi the portion of the 40 percent markup.
Q: Would that mean that the cost-of-money
n7 factor doesn't change -- :
A: The cost of money does not change, between
usl the two, yes. Sorry.
ol Q: Your description of that -- So that's all
it is? It's just simply\a 40 percent factor that
[22) goes on top of, you know, the direct costs, except
(231 for the cost-of-money portion?
A: That's correct.
Q: There's no other measurement associated

[21

14]

161

171
{8l

111}

{18}

118]

124]
125§
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i feeling we made a copying glitch in only having
121 five of them here. But that would be -- That would
13t be right, wouldn't it, Dr. Cameron; that there
« should be a page like this for each of the six

18 phones?
1 A: That's correct.
- m  Q: Okay.

i MR, BENNETT: Go off the record.
e/ (Off the record.) ‘
v ney Q: (By Mr. Burke) Dr. Cameron, I'd like to
1 now start getting into a little bit more about the
nzi mode] that you utilized here. On paragraph 2 on
P 1131 page 51, back on Exhibit 2 to your deposition,
114 there is a statement that you calculated costs
fisjusing direct costs and fully distributed costs.
116 We've already talked about how, you know, there are
n7 different columns, one for direct costs, one for
nal fully distributed costs. Would you just give me an
st explanation of what's the difference between direct
. 1zol costs and fully distributed costs?
= 211 A: Yes. sir. Fully distributed -- I think the
. nzeasiest way to do it is first explain fully
23 distributed costs takes the direct cost number and
24 with the exception of the cost of money portion of
128l it, grosses it up by 40 percent for overhead, as an
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(1) with arriving at fully distributed costs?
A: That's correct. ‘

121
al

Q:

Okay. Well, your description of that makes

wyme think that direct costs, then, are constituted
s or made up of, rather, several portions, one being
g1 cost of money; is that correct?

A: That's correct.

71
181

Q:

Okay. Can you tell me what the -- Well,

js; tell me what all of them are that go into making up
110 direct costs.

iy
12
[3%]]
{14

(151

Al
Q-
A
Q
A:

Scenario No. 1 --

Oh, they change {rom scenario to scenario?
I mean --

Is that right?

Yes. There is a difference -- Yes. I

16l think we need to be a little more specific. There
u7 are different measures used. As this explanation,
1181 there are slightly different measures used in each
neione. of these direct cost measures. The problem is
izol direct; there are different measures of costs used
21 in each one of these.

122)

Q:

Sc in each of the four scenarios --

1za) Actually it's each of the -- just the first three
i24 scenarios, right? The fourth scenario doesn't do
125 any of this?
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il A: Fourth scenario is different.

21 Q: In each of the first three scenarjos, then,

13 how you have determined direct costs is different
14l from scenario to scenario? '
s A: It varies -- Parts of it vary.

s Q: Okay. But then the methodology for

i determining fully distributed costs remains the
I8l same?

@ A:r It does. . _
ol Q: Once you've got direct costs, then you can
(1 get the fully distributed costs?

nz1  A: Yes.
na3  Q: Okay. Well, let's talk about scenario

a1 No. 1, then. What goes into making up direct costs
11s1in scenario No. 17 -
nsl  A: Okay. In scenario No. 1, direct costs

7 consist of a capital component and an expense
ns component. Expense component is recurring costs
i19i taken from break-even analyses. The break-even
rzo; analyses capital component consists of the

iz refurbishment costs --
221 Q: Okay. I'm not keeping up. That's all.

123 Can't write that fast. Expense component is the
124i recurring cost; is that what you said?

zs| A: Yes. I'm sorry.
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o Q: Okay Well, in that document is there
1z just a particular number that's called recurring
13 cost?

4 For each set, yes.

Okay. So that's where you got the number?
Yes. :
You just took it right out?

It's AT&T s number, yes. )
91 And then how about nonrecurring costs; can
noryou tell me what those are?
1y A: The nonrecurring cost is also taken from
1121 the break-even analyses. It is also unique to each

is|
[6i
g
18

S

[13] set.

4 Q: And in the analyses, it's again just a-
nisinumber; just there's a list that says --ora -- -
151 There's --

un  A: It is developed within that document.

e Qi But If you went to the document, you can
ugjust find something that's labeled nonrecurring
120 costs in the document?

1211 A:r Yes, yes.

e Q: Okay. Well, again. so | have some

23 understanding of what it includes or what it
|z4] covers, what's it mean? What's it cover?

125t A: It's mainly the refurbishment cost.

Page 54

Qs Recumng cost. And you described it in

@21 more detail than that, or some more detail.

9 Recurring costs what? .

i A: From the break-even analyses.

s Q: Okay. Then the capital component is what?

61 A: ls the nonrécurring cost or the

7 refurbishment cost.

1 Q: Okay. And where did that come from?

s A: It also came from the break-even analyses.
ne  Q: And when you refer to break-even analyses,
it you're referring to either an AT&T document or set
121 of documents? .
n3  A: AT&Ts documents yes.
f1er @ Okay. If you would, help me understand
s what goes into the recurring cost.
nel  A: Well, we tried to find that out from
n7z Mr. De Lura. We're not totally sure, but the
i18 recurring costs are things like maintenance,

g billing, and all of that kind of stuff.

200 Q: Okay. In the break-even -- Is there just
i211one break-even analysis document?

221 A: We have 1991 and 1994 break-even

123 analyses --

sl Q: Okay.

25 A: -- that were utilized.

, Page 96
m Q: What's that mean? -
121 A: AT&T routinely took the phones back and
@ cleaned them up, replaced any broken parts, fixed
14 them up, and shipped them back out again. -
s Q: Okay.
s A: And this was a -- what Mr. De Lura
(71 describes nonrecurring costs and refurbishment
|8 costs as one and the same thing.
e Q: Sothose are the two components of direct
jojcosts in scenario one; is that right?
1t A: Yes.
nz Q) And is there a cost-of-money portion in
113 here someplace?
(140 A: Yes. It's applied to the nonrecurring
15| costs.
us  Q: Is it applied as another component?
a7 A: The nonrecurting cost is treated 35 3
118 capital or asset cost, and it's applied to it as
1191 you would an armeortization.
2oy Q: Okay. I think you have to explam that to
t211 me.
221 A: The refurbishment cost is amortized over
123 the location life of the phone. The location life
124 also is described by Mr. De Lura and is provided in
j251 the same break-even analyses.
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o Q: And are the numbers for location life also

z found in the break-even analyses, in the actual

@l numerical values?

4] Ar Yes.

51 Q: I'm looking in the paragraph 3 that

61 describes scenario one. The second -- Well, back
iup. Let me -- The first sentence says, Dr. Cameron
s and Dr. Kahn calculate a reasonable lease rate

o1 using the total cost of refurbishment or
{10 nonrecurring cost as a proxy for market value. So
i we just talked about what the refurbishment was.
nz2  A: Right.

ia Q: But then what does it mean to refer to it

|13 as a proxy for market value?

nsi  A: It's a proxy for the market value of -- for

1:6 the market value of the asset itself, the asset

1171 being the phone.

1181 Q: Okay. So would this total cost of

ne refurbishment for, you know, a given: phone be

1201 something like $50, $70, | mean. a number like
|21 that?

221 A: It would be more somewhere between probably
1za) 12 and -- Well, it depended on the phone.

241 Q: Okay.

25; A: But it would be a number that would

Page 99
11 A: Becauseitisa compensatory price to AT&T.
121 ft is a price that reimburses them for their
jaicapital costs.
1w Q: Okay. Maybe my confusion is -- I mean, as
Isi] understood it, these phones were for sale also
i1 and that they had a price. Why wouldn't you use --
171 Strike that. )
181 Why couldn't you consider the sale price of
191 the phone as the market value of the phone?
nop  A: In scenario two we do.
it Q: Okay. Iwas just -- And I think T've
nz gotten off track here with the idea that it somehow
nathas to be a proxy for market value. That's not
4 really part of the determination you're doing, is
115it? Isn't it just --
nsi  A: Yes,
7 Q: You're saying these are the --
nstMR. ARMSTRONG: You've got to let him
ngi finish his question.
zo; Q: What I'm trying to drive at here is it
21y seems to me -- Using the total cost of
12z refurbishment as the direct cost in doing your
(23 calculations, I don't understand why -- or howit
1ayworks into this to say, Okay, | also am going to©
izsicall that a proxy for market value. What -

Page 98

|11 probably be more -- Depending on the year and

121 depending on the phone, it would probably range -
i3 more someplace between nine and -- | don't know. I
i think I've seenr numbers as high as maybe 45 or

5 maybe ranging up to 50 for some of the phones. But
Is1it varied by phone by year.

71 Q: Well, why do you refer to that as being a

i8; proxy for market value? Or why do you indjcate

l2l you're going to use it as a proxy for market vahie?
1o A: The refurbishment cost was an important
i1 cost in the lease business, because these phones
neywere transferred over; and one -- in the lease

113l business, they came back. The phones went back in.

1141 A big part of doing business was refurbishing these
:5i phones and sending them back out for lease,

1s; especially in the embedded-base component of them.
7 They were just sent back in, refurbished, and sent
ng back out, and it was one of the big costs. Even

nel Mr. De Lura will tell you it was one of their big

120y costs. When they start doing the economic recovery
i21] cost, when they start looking at what the value is
12210f replacing their phones, they look at the

@3 refurbishment cost when they start doing that.

i2¢)  Q: Okay. But why do you refer to it here as

l2s) proxy for market value?
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n difference does it ma.ke if it's market value or not ‘
i21if it's just the direct cost that you're using?

@  A: I'm not sure what you mean by if it's just
ja1the direct costs that yeu're using. We're looking

1st for a means of measuring a reasonable lease raté.
is1 A lease rate will have to have a cost associated
mywith it. I mean, there's got to be an underlying

51 cost associated with the price. A cost-justified

@) price is what we're trying to get at, so reasonable
1101 cost basis for a price.
niAnd we're looking at in this case a
nztmarket-driven, cost-based price, what would that
nabe. $So we're trying to get at what would be a
(14 proxy for a -- the vaiue of that asset in the
nsimarket had there been a market for it, and so we're
nsilooking at two measures of that. One of them was

i17) the sales-in-place price that we use, and one of
s them was the refurbishment. Both of them are
novalues that AT&T told us were asset values af that
{20 time. '

211 Q: The next sentence says, The NRC, which

1221 stands for nonrecurring cost, correct?

231 A: That's correct.

24/ Q: So it says, The nonrecurring cost is

izsi translated into @ monthly cost by annuitizing it
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itiover the location life at an assumed 20 percent

121 before-tax cost of capital; i.e., the cost of money
1 plus the associated corporate income taxes, right?
4] A: That's correct.

5] Q: Okay. Now, earlier you talked about what
gllecation life was; is that that's simply some data
f7lyou got from AT&T?

1B A: That's correct. A

o Q: Okay. What did you understand that to
1oi measure?
1 A: Mr. De Lura wasn't 100 percent sure. He
1z thinks that it's the estimated time that it was
uson -- at the premises of the individual, but once
l4 again, the best source of that would be
131 Mr. De Lura. )
nel Q: Okay. Well, as you used it for these
117 purposes, was that a measure of the useful life of
118; the asset in the hands of the customer?

nei  A: It was the life -- [t was for the periad of
izoi time that it was on location at the premises of the
121 customer.
2r Q: Okay.

{231 A: We took him at his word, him being

{24/ Mr. De Lura.

1zs;  Q: All right. Now, when it says that you
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111 A: Well, it is properly treated as a single

12 documernt.

3 Q: Okay.

(« A: It is not exactly what I thought it was,

st but it will illustrate what -- I think it

@ illustrates what [ was talking about. It doesn't

- (mgive you exactly what I thought it was.

8l Q: Before we go too much further with that --

@ A: Okay.
por Q: -- here's what I'm envisioning that seems
(11 to me might be out there someplace, would be a
nz spreadsheet that would have a column marked
najnonrecurring cost. Let me back up. Would be a
na4 spreadsheet for one of the models, one of the six
nsimodel phones, and it would have a column that would
ie say nonrecurring cost. And it would probably vary
17 month by month over the years in question, and then
sl it would have other columns showing other data, you
na know, monthly costs as annuitized or something ke
izo that. Is there a spreadsheet like that out there
121 someplace?

22t A: Not that I'm aware of, other than this one,
p3;which is basically -- [ think what you're asking is
124/ this one broken out.

zsi Q: And you're referring to page 47 of? -
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i tra.nslated the nonrecurring cost into a monthly

121 cost by annuitizing it. would you explain to me

@ what that means?

“ A: Amortizing earlier and a.nnmr.mng it .

15| Basically it's like taking a capital cost,

il financing a car, financing a house, at some given

i7rinterest rate. In this case we're using the cost

i of money, 20 percent, and we are amortizing it or

el annuitizing it over the location life. That's what
oy it means, the equivalent of amortizing it over a
uugiven number of months. ‘
na  Q: Okay. Is there some spreadsheet someplace
13 that lays out the calculations that are indicated
liathere in this description of scenario one?
nsi A: Uh-huh. think those may have been among
usl the documents that we handed you this morning.
7 (Defendants’ Exhibit Cameron 4
nermarked for identification.)
9} Q: Dr. Cameron, let me hand you what's been
<ol marked as Exhibit 4 te your deposition, which is
2isix pages. I don't know if that's a single
21document or not. Maybe we should start there. Is
1231 it properly treated as a single document, or is it
124l multiple documents? Maybe we ought to brea.k it
l251 apart.

Page 104
a1 A: I'm referring to page 47, yeall. :
21 Q: Which is page 47 of Exhibit 37 :
B A: Of Exhibit 3, yes. And the one you've just .-
w1 handed me. Exhibit 4, does this in part for
55, scenario three, but it deesn't do it for all of
i) them:.

1 Q: Is Exhibit 4 just related to scenario
s three?
s A: Yes.

ne  Q: All six pages? [ only ask that because

(111 they look different from -- some of the pages look

nz; different formats.

s A: Well, let me see. | think these are mainly

i1el just related to scenario three.

nsi Q: Okay. The part of the sentence that says
usiyou -- when you did this annuitization, that you

n7rassumed a 20 percent before-tax cost of capital,

nsiwhy did you assume 20 percent?

e A: As we discussed earlier, [ started by

2ol looking at the cost of money that was approved by

1211 the FCC for AT&T just prior to the divestiture.

r21That was a 12 1/2 percent cost of money. That

a3 would translate into -- I don't know what AT&T's

124) tax rate was about that time, but that would

tzs) translate into something that would be around
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n; 16 percent, 17 percent, 18 percent, somewhere

izi around there, before taxes.

1311 also went through AT&T s discovery, and

js1in there I saw varicus repricing documents and

15t other documents that went into the period mid to

61 early -- early to mid 1990s. And I also saw that- -

171 AT&T was using in their own planning documents for
s time value of money or for cost-of-money purposes

i) similarly the same 12 1/2 percent number, or -- and
1o they spelled out a 12 1/2 percent before-tax
nynumber. Solknow --
nzr Q: You said 12 1/2 percent before-tax number?

na  A: I'm sorry. Twelve and a half percent

na before tax. 17 1/2 -- I'm sorry. Twelve and a haif

s percent before tax -- I'm sorry. Let me start '
nejover, Twelve and a half percent before tax --

n7 Twelve and a half percent after tax, 17 1/2 percent
I:e before tax. Did I say it right?

nst MR. MARKER: Finally.

2o A: Thank you. Ido it every time. Okay.

211 AT&T was using the 17 1/2 percent before-tax number
t221in their own planning documents. It was in, like I
1za; said, early and mid 1990s. I also know as an

24] economist that interest rates continued to come
zsi down and flatten off during that period. Soa

. Page 107
111 S0 it didn't seem necessary to fine tune if
(2t you were seelng the same number appearing in AT&T's
13 own planning documents in 1983 or '82 that was
1sl appearing in 1990 whatever. If AT&T was relving on
151 it. @ number that was less than that, all we wanted
16110 make sure that we did was to err on the
[7; conservative side.

B Q: Well, help me with how this works, if you
i would, please. A monthly cost -- The sentence

ol says, The nonrecurring cost is translated into a

numonthiy cost by annuitizing it over the location

nzilife and assumed a 20 percent rate. So if you

ngr start with -- And you told me earlier that the
1141 nonrecurring cost for a given phone set might be
ns somewhere from $10 to $50, right?

ngl A: Yeah.
n7 Q: So if you took 850, let's say, and

nsjannuitized it -- Strike that. Let me back up-
ng And some of the location lives are in the

120 vicinity of three years; is that right?

21 A: That's correct.

22)  Q: So if you took $50 and annuitized it at
1231 20 percent over 3 years, you would get a monthly
241 figure: is that right? =
25 A You would -- Yeah. You would be dividing
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111 20 percent number would be conservative, so l was

jz1building myself in a margin. So I picked

131 20 percent as a conservative number, and I used

ia1 20 percent.

5 Q: You used the same 20 percent over all the

16 years? '

71 A: Yes.

8 Q: The interest rates, as you just said,

1oy changed over all those years.

no  A: They fell.
111 MR. ARMSTRONG: Let him finish the

i1z1 question. Don't anticipate.

na  A: Right.

&  Q: They changed; whether they went up or down,
n1s) they changed over all those years: is that right?

ns A: Yep.
7 Q: Why didn't you use a varying rate rather
neithan just a constant 20 percent?
ner  A: We were trying to be conservative, for one
1zorthing., We were trying to build ourselves in a very
iz nice and very generous margin of error so that we
22y wouldn't have to worry about fine tuning. And it
23 wasn't really necessary given that the same number
124 kept cropping up not only in '82, ‘83, but all the
{251 way into the 'S0s.
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111 it by some number of months, whatever that is.

21 Q: Okay.

@ A: Say, roughly 40 months or whatever,

141 36 months.

s Q: Okay. And if you annuitize it, though, at

61 20 percent, that monthly number would be -- Can you

it give me a ballpark? One dollar, $2. $3, something

8 like that? '

9 A: Something like that. Let's take a ballpark

ol figure. Let's say you had -- Let's say we had the
1111836 phone, and we divided it by 36 months. So we
nziwould have a dollar a month. That would -- And we
3 were just annuitizing it. But then we would have
narto add on the 20 percent, so it would be something
nsiin excess of a dellar if those were cur figures.

ne: Q: Okay. That's what I was trying to figure
iznyout, is how this 20 percent --

na A: Right.

na Q: Simply demonstrating my ignorance about how
jzol you do this annuitizing.
21 A: If I were doing it, I would put it in my

iz2) Hewlett Packard, and I would calculate it as adding
12312 20 percent rate of interest, the same way that
lz¢) your mortgage adds it onto your payment, Well,
f2si actually that's probably not true, because they "
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irload all the interest up front. The same way your
12} car payment probably is calculated. It's built
{into your monthly payment. _
a1 Q: Okay. Ithink this might be a good place
15ito take a lunch break.

16! (Lunch recess was held.)

171 (Exit Mr. Bonacorsi.)

181 We thought about this some at lunch, and I

Il think maybe I figured out how to ask the question
i1o) that will help me understand this concept of
{11 annuitizing that's referenced here in the

nzi description in scenario No. 1. Taking the
13 20 percent cost of capital factor, would this be
natcorrect; that if you -- if you assumed the
lisj nonrecurring cost was $10 and then said, okay, a
st 20 percent factor would mean -- and applied that to
1171510, you'd get two more dollars, so you'd get $127
nsiAnd, say, if I'm going to get a 20 percent return
ngjon my $10, 1 need to get $12 a year, so [ would set
120 the monthly rate at a dollar. And if I did that

21/ and locked at it over 36 months, the location life,
2] would get $36 back for that phone. Would that --
231 A: I'm not sure -- .

(24l MR. MARKER: . Hang on. Wait for a second.

25 A: Sorry. :

Page 111

i A: Okay.

2 Q: And we're going to apply the 20 percent,

s okay? Can you go -- Can you give me an example of
iy how you would do that with this example of $36 for
s the nonrecurring cost of the phone?

6 A: Let's assume that 10 percent is 3.60, and
1713.60 is what? So we need to get about 8 bucks to
18) get 20 percent, right?

9 Q: I'm not sure where you just did that.
nol A: Okay. On 836, we're going to get

1113 20 percent.

iz Q: Right.

us  A: And what I'm just trying to do is get

1141 20 percent on the $36.

nsi Qi Okay.

nel  A: I'm going to collect $8 on that, and I'm

7] going to do it; and I need to spread that over the
118136 months. So in addition to collecting the dollar
(o1 every month. because we got to collect the $36,
2ol Q: Right.

211 A: That's --

221 Q: That's a doliar --

23 A: That's the 36 bucks. We've got to recover
24l the 36 bucks. We've aiso got to recover

(zs: 20 percent. Eight dollars isn't exactly the nght

Page 110
it Q: Would that be an example of what you refer
121to here as annuitizing something at 20 percent?
@ A: I'm not sure I understood your example. -
t+ Your example assumes that we've got $10.- .. .

;51 Q: That's the nonrecurring cost assigned to
161 the phone.
71 A: Assigned to the phone.
8 Q: Right.
1 A: And you're going to spread it over what
i10) period?
{t1)  Q: Thirty-six months.
nz  A: Okay. So we've got 10 spread over
1131 36 months. That's less than a dollar a month.
14 Q: Okay.
151 A: I'm not sure where you got your
ns dollar-a-month figure.
n7n  Q: Okay.
g A: Somehow you came back to me with a dollar
ligj & -- §36, and so that didn't make any sense at all,
1200 Q: Okay. Let me try again, then. Let's
21} assume -- assume were going to -- assume the
(22i nonrecurring cost is $36.
231 A: Okay.
241 Q: T'll change the example, and we're going to
l2si spread it over 36 months.
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y1 number, but assume for me right now that $8 is the

@ right number. We've also got to collect the $8.:

1 So we've got to collect something in excess ofa - 7.

11 dollar a month. [ don't know what that tums out

i51to be for a month. If you spread that 8 bucks over

15 the 36 months, we're going to collect the dollar

71 pius Y, and that Y is designed to collect the

820 percent or the $8 in my example.

e Q: Would it be as simple as taking, again,
noyyour example, the $8, and dividing it by 36 and
1 saying that's how much you need to collect every
nz2imonth, or is the formula more complicated than
na that?

114/ A: It's a little more complicated than that,
nsibecause it depends on whether you're doing it at

161 the beginning of the month or the end of the month

n7nand that sort of thing. But in general what you're

i18) trying to do is collect 20 percent on the $36.
net  Q: Okay.

ize;  A: You're trying to do it in the -- But it's

121 basically -- That's it, yes. I'm sorry. 1didn't
121 mean to confuse you. That's basically it.

233 Q: Okay. Again. looking at scenario one, [
4 guess if [ can -- If you get Exhibit 3, which is --
25| You may have broken it apart. This is okay.
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1 Page 37 is what I want you to look at.

@ A: All right.

i3 Q: That's page 37 from Exhibit 3. In looking

4 at the columns that are labeled scenario one, it

151 shows for 1984 on a direct-cost basis it's

(61 64 cents, right?

m  A: 1984 for traditional rotary, the number is

181 64 cents, yes.

o1 Q: Right. And that would measure the -- what
et you referred to as the reasonable lease rate for
1111 1984 for a traditional rotary phone?

nz  A: Yes.

i3t Q: And then it goes up in 1985 to 66 cents?

14} A: Correct.

isi Q: Right. And then '86 it goes up to

116167 cents?

un  A: Correct.

1181 Q: It keeps going up as they're listed there.

1191 What changes from year to year that make the rates
120} g0 up?

211 A: Couple of things. The nonrecurring cost --
1221 I'm sorry. This is composed of two components.
tzai One is the nonrecurring cost component, the

rz4i refurbishment -- the refurbishment cost. the

251 nonrecurring cost component, and the other cost is

. Page 115
m  A: Just for '91 and '94.
2 Q: So did you make estimations for earlier
withan '91 and after '947
4 A: Yes, we did:

51 Q: Is there any spreadsheet someplace that

161 spells out, you know, the numbers that you actually
71 used?

11 A: Other than here, this -- Other than here, |
mdon't have any.

wor  Q: Would Dr. Kahn?
ny  A: [ don't think so.
n21 Q: In scenario one, the paragraph 3 in
nar Exhibit 2 talks about using the nonrecurring cost,
a1 but it doesn't say how the recurring costs fit into
nsl the analysis in scenario one,
nsi  A: The two are added together.
n7 Q: Did the recurring costs vary -- Strike
nsjthat. Let me go back.
pna; Did you say that for both recurring costs
120y and nonrecurring costs you only had actually data
21 for 1991 and 19947
w2y A: That's correct. )
2y Q: Okay. 3o is there anything that explains
124 how you made the estimations for the time prior to’
251’91 and the time after '94°?

. Page 114
nithe recurring cost. The recurring costs are going
1up, and the movement you see there is predominantly
B1in the recurring costs, would be my guess.

141 Q: Did the non -- In the calculations that you
i did here, did the nonrecurring costs change at all
s from yeaf to year, or were they always the same?
71 A: They were higher, a little higher, in the
18 outer (sic) years, I believe, than in the earlier
191 years; but they were not as -- probably not
noycounting forward as much of the increase as the
i recurring costs.
n2t @ Did recurring costs change every year, |
13 guess? :
4 A: Recurring costs did change every year, with
isithe possible exception of the years between 1991
nsjand "94, where we basically just averaged it
171 between those years.
gt Q: You said between '91 and '947
gl A: '9l and '94, yes. :
izoi  Q: Did you have data -- a year-by-year data
iz1} for the time up to '91 and then year-by-year data
12zt for the time after ‘947
23t A: No.
24y Q: Did you have -- What data did you use? Did
12zsiyou have it for every year or just for '91 and '947

Page 116
11 A: The next documents probably do. Idon't
121 know what all you have -- exactly what all you
3 have, but --
@ Q: Is it -- I'll just show you'that real fast.
151 Is it that sheet?

s A: Yes.

1 Q: Okay. We'll get to that, I guess.

Bl A: And that sheet is?

i Q: Well, we'll - we'll get to this with that

o document. [ just thought that would -- find out if
n1 that was the one you were referring to. Who

nzi developed these different models, the four

1131 scenarios?

i1a1 A: Idid in conjunction with -- in

s conversations with Dr. Kahn. I mean, we discussed
nel them.

w7 Q: It was a case that one or the other of you

118t developed the basic four scenarios, and the other
nglone just sort of agreed to them: or how did that

g0l work?

izt A: No. It was more a matter we talked about

221 how we would implement the idea. We began talking
k3 about -- Well, we began, first of all, obviously

2+ talking about the first thing, which was what data
izs| we had and what we could de with it. And then we

DepaScrip
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iibegan talking about the regulated approach, which
121is essentially scenario three, and then what data
wiwe had that we could use for market proxies and
11 what De Lura had said and what made sense, given
i5i what we knew about telecornmunications, what we hi
(6l read-in the deposition -- not deposition, but in
17 the depositions but also in the discovery materials
s and what data we had, what made sense.

e Q: Well, looking at page 47. the results vary
110 quite a bit. Is, in your opinion. one of them
111 right compared to the other ones?
nz  A: No. They -- No one of them is not right
i3 compared to the other. They're all right. They
nalrepresent an attempt to -- Given -- Like [ said,

115 given the data that we had, we were trying to fence
16/ in or get our hands around the reasonable cost base
li7i lease price coming at it from a couple different
i18 directions.
usi The directions were, one, what if we used a
1201 market-based proxy for the capital commponent of the
izt leased cost. That's scenarios one and two. What
1z21if we used a regulatory-type approach; that's

(231 scenario three. And then what if we just --

1241 Kknowing what we know about the trend in inflation
125l and the trend in telephone equipment prices, ete.,

Page 119
i assumptions about what pncmg -- what thelr
izt pricing formulas are going to be. They may or may
i not be recovering all their overheads in certain -
ls1 costs, and in a very, very competitive market. they
15/ may elect to recover zero overheads in their
®lpricing. For example, 7-Eleven may price even
iribelow costs as loss leaders to get people in the
181 store. So somewhere between this direct and this

" 1s1overhead, that's where you would expect to see

ino; prices fall in a competitive market.

i1 And what we did was just try to make sure

21 that we have, by including the 40 percent scenario,
1131 built in more than enough margin, if you will, more
n4than enough wiggle room, that we have overestimated
115 the costs and not underestimated them. ]
net  Q So again, you wouldn't say one way is right
n71compared to the other?

nsl  A: One is not righter than the other. There's

ng more than one way a firrm may make a pricing
jz0;decision.

211 Q: Well, are you -- There are, in effect.

1z seven different pricing models here: is that right?
1231 A: There are seven different cases, if you

Page 118
nrwhat would we have expected to have happened to
12l those lease rates had we just taken the rates as
131 given, whatever they were, right or wrong, the ones
141that occurred at that time and just inflated them
ts1 at inflation, what would we have expected to see,
w1 what would have happened.

171 So between those four scenarios, we would

18l expect between them to have come up with a

jo reasonable -- the four of them defined a reasonable
ol cost-based approach. So one is not righter than
nithe other. They're three approaches at the same
1121 time.

nal Q: How about the difference between using

n4i direct costs and fully distributed costs; what's

n1si the rationale for doing that?

sl A: Pricing decisions are made based on
nzndifferent -- within firms based on different
tisicriteria. As [ said before, we'Tre not making any
hislassumptions about how AT&T based its pricing
2ol decisions. In a regulated arena, certainly the
(i regulators would allow a company to earn a return
221on and of its capital and all -- all legitimate
123l EXpenses.
241 If vou go into different type of market
12s) scenartos, different companies may make different

- wifully distributed case isn't really a different -

parwill, yeah.
s Q: Okay.
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j  A: Theyre not different models. . . .- sl
@ Q: Okay. R P N

| A: A model assumes more than -- than -- The'- -
i5imodel. It's just a different --

1 Q: Yeah.

m A: Okay.

® Q: Let me resay it, then, There are seven

i different pricing calculations here --

nor  A: Okay.

nu Q: -- on page 47, right?

nzi  A: Yes, sir.

3t Q: Okay. Is it your opinion that AT&T should -

st have used one of these in setting lease rates on

(15 phones?

1181 A: What these represent are reasonable
u71estimates of cost-based lease prices using AT&T's
118/ own cost data for these time frames, for these

(s particular sets, and the answer is AT&T could have

1z01 used any of these and covered their costs and

zyearned a reasonable profit,

122t Whether the -- I'm not here to say what

23 AT&T should or shouldn't have done. That is not
24/ what I am here to do. [ didn't do a study of

12si AT&T's behavior. I'm not here to advise them. I
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ndidn't do a study of their market. These numbers
1z; are what they are.

w  Q: Let's go to scenario two on page 51 of

i Exhibit 2.

st A:r Yes, sir.

# Q: Does this follow, more or less, the same

7, approach as scenario one but uses some different
8l numbers?

o A: It uses some different numbers.

1ol Q: Okay. What's the different numbers it

Iy uses?
n21  A: Instead of the nonrecurring cost --
3 Qr Okay.

04 A: -- it uses the sales in place.

ust Q: Okay. And does it have -- Scenario two --
ne Strike that. :

17 Does scenario two apply some sort of _

na annuitizing over location life?

nel A: It applies the same -- It applies

120 annuitizing over service life instead of location
j211 life.

21 Q: Okay. What -- What is the rate, the

123 interest rate, it uses?

124 A: The interest rate is the same, the same
1251 20 percent.

Page 123
i1 talking about before.
21 Q: Okay. So it would be the same thing as
131 scenario two?
sl  A: Absolutely, yes.
i5i Q: In the paragraph that describes
(61 scenario two, there's a parenthetical comment about
17 the sales-in-place price that says, This price
8 cbviously represents an amount that AT&T considered
i remunerative and. if anything, was overstated
itol inasmuch as the SIP was within the exclusive
nucontrol of AT&T. Could you explain what you mean
112 by that?
n3  A: It just simply means that AT&T was
4 certainly able to set the price at which their
ns| charge -- their sales-ini-place rate.
nel  Q: Wasn't that true of anybody who sells
n7 something?
18; A: Yes. Well, I assume that's true.
ns Q: Okay.
2ol A: ldon't know -- If everybedy who sells
21 something has complete charge over it. no, that's
|22, not true. Some people are not allowed -- do not
1zathave control over the prices at which they sell
ize; things. In fact AT&T would not have had comblcte
tzs) control over all the prices at which they sell

: Page 122
u  Q: What is service life? _

iz A: The service life is seven years.
31 Q: Where did you get that information from?
4/ A: The information comes from AT&T's -

s documents. AT&T tells us in their documents that

@slall -- all of the assets that were transferred were
7 fully depreciated by--- by 1992, and in a couple of
18 places they talk about service life as being six
jolyears, seven years, or eight years. We picked

nol seven years as the middle ground.

ni Q: And then what about the recurring costs?
1121 A: It's the same as in scenario one.

na Q: When we originally talked about the

fi41 difference between -- Strike that.

1s) When we originally talked about how fully

s distributed costs were derived from direct costs,
unyou indicated that some portion of the direct cost
tsl was not marked up 40 percent; is that right?

i@ A:r That's correct.

wol  Q: That was the cost-of-money portion?

izt A: That was the cost-of-money portion,

122 correct.

23 Q: How is that -- What is the cost-of-money

24| portion in scenario one?

1251 A: It's the 20 percent. It's the $8 we were
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ni stuff back then. because some of their rates would "
21 have still been regulated. '

@ Q: Okay. But in terms of sales of telephone
st sets, AT&T actually had direct competitors who were
151 selling telephone sets during this time frame;
s1isn't that right?
izt MR. MARKER: I'm sorry. In what time
sl frame, Mike?
o Q: 1984 forward.
o A: My understanding is that certainly by 1986
imtor so that there were companies out there that were
nz selling telephone sets, because I indicated I got
jt3one in 1886.
na Q: Okay. Well, wouldn't it be reasonable to
nsithink that AT&T in setting the prices it set for
nel sales of telephones had to take into account what
1171 competitors were setting as prices for sales of
118 their telephones?
nsi  A: Well, let's assume that it did. 1f it did,
2ol it's reflected in this price, and we used it.
211 Q: Okay. The final sentence there in that
(22 paragraph says, The SIP price, therefore, is
1231 assumed to include operating expenses and a
124j reasonable profit rate. Can you explain to me what
i2s/ that means?
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11 A: Ithink that this sentence is misstated, in
izithat it -- the SIP price itself doesn't include

13t operating expenses. Scenario two includes

Is1 operating expenses and a reasonable profit. The
151 SIP price itself doesn't incjude operating

61 expenses. The SIP scenario includes operating
7 expenses and a reasonable profit, so I think this
8l was -- this sentence may have been misstated.

it Q: Okay.
o A: The scenario two price based on the
11 sales-in-place price is reasonable, because it

iz includes operating expenses and a reasonable
izl profit.

na  Q: Is it correct that -- I'm still confused by

115/ the sentence. Does the scenario two approach add
lis1 the recurring costs to the SIP price? :
7 A: Yes, it does.

s Q: So just like scenario one, it has the two
f19) components?

izol  A: It has the two components.

iz Q: Okay. And then the statement about a

12z reasonable profit rate, how does -- is there a

|23; reasonable profit -- Let me tum that around, or
tz4) let me stop there and go back to scenario one. Is
@zst there a concept of a reasonable profit rate built

Page 127

{11 nonrecurring cost as what you calI a proxy for
@imarket value, and in scenario two you use the SIP
1 sales price as that figure?

14  A: That's correct.

151 Q: Okay. Everything else was the same?

6/ A: That's correct.

i Q: The statement in the paragraph describing

@ scenario two that is. again, talking about the SIP
@ price and says, This price obviously represents an
o amount that AT&T considered remunerative and, if
nuanything, was overstated, what's that reference
n2imean that was overstated?

3t A: It means that the SIP was within the --

4 was -- We assumed that AT&T included in their SIP
nsiprice all of the remunerative costs, including some
(6l reasonable profits, but we marked it up again by
11720 percent. In other words, AT&T had control over
s that price. They at least covered all of their

ne costs, including a reasonable profit, presumably.
120t We marked it up again.

iz Q: Okay. Well, [ guess the -- the suggestion
i221that statement has to me is that, you know, it's

izal stating an opinion that it's overstated compared to

1za] something that would be the correct statement, and -

;s this is an overstatement. I'r trying to figure out
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1 into scenaric one? :
@21 A: Yes.
@ Q: Where?
a1 A: It's builtin in the 20 percent .
51 Q: Okay. .
6 A: It's bailt in in the overhead, in the

1740 percent overhead. and it's more than built in,
18l in that we tried to be more than generous at every
o) turn,

ner Qi Butit's not -- There's not some separate

i1 piece someplace called profit rate that gets built
nzyinto the analysis?

13t MR. MARKER: With regard to scenario one?

124t Q: Yes.

15| A: No. Other than the 20 percent and the --

181 Yeah. No.

17 Q: And so the same for scenario two; there's

118 not some separate piece called profit rate?

s A: No, other than I'm sure the sales in place

izo1 includes -- included its own profit -- We don't

21t know for sure what all AT&T may have included in

l22) there, but we marked it up by 20 percent anyway.

iza1  Q: Okay. So the only -- s it correct that

(24] the only difference between scenario one and

23] scenario two is that in scenario one you use this

Page 128 -

iy what is the something that's compared to. what
iz1is -- would be the correct statement as to which
[althis is overstated.

@ A: Overstated in the sense that we were not

i confident whether or not we needed to mark it up
16t again for the cost of money.

7 Q: The 20 percent?

@ A: The 20 percent. But we did. We always.

191 again, tried to err on the side of betng

110; conservative and err in AT&T's favor wherever we
{11} were uncertain.

nai Q: Okay. Again, there's -- You don't know of

131 any spreadsheet someplace that lays out, you know,

na the calculations for scenario two and kind of all
ns these different pieces and parts, do you?

nsi A: No, sir.

n7 Q: Let's go to scenario three. [ think you
nersaid the Exhibit 4 is a document that relates to
i1g; scenario three; is that right?

2ol A: Yes, sir.

211 Q: And this Exhibit 4 is the document that was
r21just first given to us at the beginning of this

3 deposition; is that correct? This morning?

g2a)  A: I--I'm not sure. Michael?

125 MR. MARKER: I believe that's right.
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i A: Yes. Okay.

izt Q: Okay. Well, to the extent Exhibit 4 is

131 going to help answer these questions, please refer .
ja to it.

15 A: Allright.

s Q: Iguess, if you just -- As {read the

171 description of scenario three, it talks about four

i different items of recovery. Well, let me back up

o here first. This is described here as the -- as

ol using the regulated rate-of-return approach. It

i1 says, This represents the classical regulation

nz formula whereby the company is allowed the

(13 opportunity to set rates at a ievel that recovers,

s and these are -- | think there are actually four

isi things there. There's the return on capital.
1151 There's -- Number 2 is the return of capital.

izt Number 3 is refurbishment costs. And No. 4 is what
nsyou'd describe as all legitimate operating
nsexpenses. Isthat accurate?

noi  A: That's correct.

izt Q: Okay. Sol guess if we can go through

1221 those one at a time, can you just explain to me
izaiwhat you mean by the return on capital?

iz4) A: Yes. In the regulated arena, the utility

izsi formula or the paradigm used by regulators is that

. . Page 131

11120 percent as getting applied to net book value.

21 Secondly, profit is built in --

@ Q: I'm sorry. Ithink you're telling me where

14 you're saying it's built in, in the scenario that

151 you ran in this case, right?

6 A: Uh-huh.

zi Q: I'm interested in whether or not -- Just
srsort of as an analytical framework, when you tatked
el about, you know, what these four things were, is
nojone or another of those, you know, identified as
1 profit or identified with profit; or, you know,

nz analytically where does profit fit in?
n3;  A: Profit is -- fits in in both the returmn on

141 capital, and in this case it's also built into the

s refurbishment cost.

ns Q: And is it built into the return on capital
n71 here because you use the 20 percent?

ns A: Yes.

nel  Q: Do you refer to that as a 20 percent rate

1201 of return or -- i

i1 A: Twenty percent rate of return or 20 percent
1221 cost of money, yes.

i3l Q: Tl show my lack of real understanding

124i here, I think. Is there -- The 20 percent, is some
12si portion of that considered to be the profit and the
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nithe utility's allowed to recover its costs, all
121 legitimate costs. And those costs come in two
s forms, capital costs and expenses. Capital costs
14 are depreciated over time. That's the return of
isicapital. Applied to the undepreciated assets is
16 the cost of money. That's the return on capital.
i71And then they are also, in addition, )
8 allowed to recover all legitimate operating
olexpenses. Now, in this case. because refurbishment
1101 is a unique expense to AT&T's lease sets, we
niincluded it as a -- a separate expense category.
iz Q: Ididn't get everything written down
13 probably in the words you used. When you started
lisj out saying there are two forms of costs, capital
itsi costs -- And was the other operating costs, or did
naryou call it something else?
u7 A: Operating costs will do. Expenses,
118l operating costs, yes.
el Q: Does the -- Within these four elements that
1zo we're talking about, is one or the other of those
211 considered profit, or is profit built into it
221 anywhere?
23t A: Profit is built inte this scenario in
i241 several places. First of all, profit is built in
i2stin the sense that the return on capital is the same

: Page 132

nj other portion is not? Like, let me -~ Would you
iz say of the 20 percent, well, 14 percent of that is
(@ return on capital and 6 percent is profit? Do you
w4} break it down into smaller pieces, or is the entire
151 20 percent profit? -
1 A: The 20 percent is only broken down in that
mit is a before-tax number, so that there are some
81 tax implications to it; because we don't know what
jgi the tax number is.. So that your after-tax return

nof would be different obviously than your before-tax
nnumber, but other than that, no, it's all return
(1z1o0n -- it's all return. It's all pure retlum on

nat capital.

s Q: Okay. Well, would the whole 20 percent

s then be considered -- .

nal- A: The whole 20 percent is retum.

n7 Q: Is the whole 20 percent considered profit

181in that sense?

nal A: Yes.

i2o  Q: And you said in this scenario three that

;21 profit is also built {nto the refurbishment cost;

221 is that right?

23 A: Yes, that's correct.

2e1  Q: Would you explain how that is?

12si  A: Yes. Because refurbishment is an operating
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i expense and we didn't have a separate way of

21 dealing with' it, we tock the amortized or
1zrannuitized value that we used in scenario one and
4] basically carried it over and added it to

i scenario three and used it as our monthly

sl refurbishiment expense value. :

71 Now, that value in scenario one, as we

@ discussed earlier, has 20 percent added onto it, so
letit has 20 percent bulilt into it. So there's profit
norin the refurbishment aspect of it, and there's
11 profit in the net book -- added onte or applied to
11z the net book value as well.
13l Plus before we added the 20 percent,
it4) Mr. De Lura tells us the refurbishment ar the
nsinet -- or the -- NBV already had or should have had
ns profit in it. So we may be triple counting. We're
n7inot sure. So it may be there three times, not
[18j twice.
i1et MR. MARKER: [ think for the benefit of the

1zoi court reporter, you used the initials NBV,
ru  A: DidIsay NBV?

122t MR. MARKER: I'm not sure what you meant by
{23 that.

(zal  A: Nonrecurring costs, not NBV. NRC. Sorry.
251 Thank you. Going back to something else. Sorry.

. Page 135 .

- Q: Soreturn on capital, going back to that,

(2120 percent applied to net book value, So whatever
131 the net book value was at a -- at when? How

141 does -- [ guess this is driving me to the how's

15 this really applied. You know, is there a net book
ie1 value number that's associated W’lth January of

17 19867

isi  A: Yes, there is.

i1 Q: Okay. So then 20 percent is apphed to

110 that?
ny  A:r Well, it would actually be 20 percent

nz divided by 12, because it's a monthly number.

3 Q: Okay. And then that's spread out -- Or

e that is applied for seven years?
ns A: Yes. Well, I'm sorry. Ask me that

16 gquestion again.
71 Q: That's what I'm trying to figure out. If
nejyou have this number for net book value in January
ne of ‘86, what do you apply to it for this

izol Teturn-of-capital piece -- return-on-capital piece
121 and for how long?

221 A: You apply it until it is fully depreciated.

1231 It is depreciated at the end of seven years. The

124) 20 percent gets applied until the seventh -- untu
izsi the end of the seventh year.

Page 134
(n Q Let's go through this, then, and now what
@1 I'd like to do is see how these four elements were
1 applied in scenario three. Return onr capltal that
14l was the 20 percent?-

31 A: Yes. ‘

s Q: Okay. What was that applied to?

72 A: Net book value.

is Q: And where did net book value come from?

7 A: We pulled those figures from the Form M
1ol data.

i1y Qi Where did that -- Where did the Form M data
1121 come from?

131 A: Form M data are filed with the -- filed

114 with the F -- FCC.

sy Q: Okay. Filed by who?

(6 A: Filed by the RBOCs and -- yeah, filed by
i71the RBOCs, R-B-0-C. RBOCs, regional Bell operating
118 companies.

9t Q: Okay. Then the return of capital -- Well,

120t let me back up. Is there a time period involved in
1211 the scenario three calculation?

1221 A: Yes.

231 Q: What's the time period?

241 A: That is the service life. That's the seven

125] years.
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1 Q: Okay. e
1 A: All right?
3 Q: Now, is there a net book value associated -
i with February of ‘867

st A: Yes.

s Q: Okay. And 20 percent is applied to that?
71 A: Well, it would be 20 over 12, but ves.

8 Q: Okay. And for seven years again?

@ A: Well, it would be -- That gets -- Whatever

itor it is for that month. Then when you move it, it
juwill be something different as you move forward in

112 tirne.
3 Q: Does -- Well, | guess what I'm trying to

a4 figure out is the seven-year period. How does it

s work? If you start with January of ‘86, for the

ne equipment that you're looking at in January of ‘86,
uniyou just treat it for the next seven years, which
{1elruns you out to 19937

ne  A: In January of '86, if you -- if you're .

2oy depreciating something over time -- Let's assume

zuyou had straight-line depreciation. If you had

221 straight-line depreciation, you would have a dollar
23 every year for X number of years, seven years.

1241 Okay. So you have one dollar every year, and you
tesi would apply 20 percent to it. So yvou'd have
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:20 cents every year is what you would have.

izl Q: Okay. Well, the stock of phones that were
i3l being leased changes every month; is that right?
4l A: That's correct.

151 Q: Sothere's no -- | mean, there's nota

i1 stock of phones that starts in January of '86 and

17 stays in place for seven years --

8l A: That's correct.

@ Q: --is that right? SoI'm tt'_ylng to figure
yiorout how these equations deal with this changing
111 body of phones and how this seven-vear time period
iz relates to all of that.
na A: Assaid, first of all. the -- the
{19) 20 percent is easy, because it was a simple
s 20 percent, .2, divided by 12. We didn't attempt
ne to do anything fancier than that. It is simply .2
7 divided by 12. The depreciation each month is just
ns:the depreciation each month. I mean. you're
1o straight-line depreciating it over seven years. So
j20jit is the same every month. [ mean, vou have
izt annual depreciation that's the same every year for
j221 seven years, so we just divided it so it's the same
{z3; every month.
124)So the fact that your stock of phones is
123, different is basically irrelevant. The
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ni over the value of this data as it got transferred,
i21in that the data weren't totally clear. You can
131 talk further to Dr. Kahn about this tomorrow. He
141 has the greater details, because this is sorme more
isi of the work that was done early on when [ was stil!
151 in New Mexico.

(7 But only certain of the states, certain of

s the regicnal Bell operating companies ever fully

181 trued-up all of their data in a way that we could

l1oj utilize the information. And if we couldn't true
1iit up and we couldn't verify it, we didn't use it.
uz So it was only for those states, for those Bell
naroperating companies, where we could verify that we
nsrhad only the right accounts and that it was fully
{151 trued-up. Some reported the true-ups in their

nel Form Ms, and some just never bothered to report it
n7in their Form Ms. We know they trued it up. but
nsjthey didn’t report it in their Form Ms.

el Q: Well, the net book value figure, though,

izot that you would find in a Form M, is that expressed
j211in a per telephone set number, or is it per

1221 thousands of telephone sets?

izal  A: It's a gross number, and it is expressed

4 not in a per set number. And you will find in the
izs) informaticn that we've given you the manner in’
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Il deprecmtmn amount is still the same each month.
izt You can end up multiplying it by a number of
1 phones.
@ Q: And the number of phones cha.nges each
151 month?
isl  A: The number of phones changes, right.
71 Q: And so. then, the return of capital is the
i8] depreciation?
i A: That's correct.
noi  Q: And that your assumption was it's fully
(111 depreciated over seven years?
nz  A: That's correct.
naz  Q: The net book value that you utilized, what
isiwas in that net book value, a particular -- I mean,
11sia given phone set?
ne  A: The net book value comes from
7 Account 231.02. It has to do with the net book
us value as it was transferred to AT&T at the time of
g divestiture, and it --
lor  Q: Which was what date?
iz A: 1/]1 --!'msorry. 1/1/84 or midnight of
1221 '83 or whenever the --
1231 Q: Okay.
241 A: But we only utilized the data for which we
1251 could obtain true-ups. There was some controversy
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yywhich it is -- has been weighted and dlstnbuted to
21 get a per set number.

s Q: You say we'll find that information you've
14 given us. Is that one of these documents?
Yes, sir.

: Which one is that?

Four.

1 Exhibit 47

: Uh-huh.

(1ol : Okay. Maybe it will make sense to go

iy through that Exhibit 4 from beginning to end, but
nzinot right now. The depreciation -- I may have

3 asked this question. I'm sorry. 1 get myself”

(14 going around in circles here. But the depreciation
(15; was applied to the net book value: is that right?
sl A: No, sir.

n7 Q: What was -- What was depreciated?

18l A: Net book value was depreciated. but

tisy depreciation wasn't applied to net book value.

2ol Q: Okay. I'm probably just speaking
puinartfully. So you started with the net book value
iz21 1 /1/84, and then the basic idea is that it would
iza; depreciate that value over seven years?

1241 A: That was depreciated over seven years, yes.
izsi Q: This, again, brings me back to my

154
8]
7!
18}
18i
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(1) seven-year problem. If you started out with a
121bunch of phones 1/1/84 and you depreciated them
i3 over seven years, what did you show for -- seven
u years later were you still deprecxatmg sornethlng
15 in your models?
&l A: Seven years after the first seven yea:s”
71 Q: Right.
81 A: Once theyre fully depreciated, they're
1o) fully depreciated. In a regulatory framework, once
iioi you've recovered the value of your asset, you're
nnot entitied to recover it again. Then from that
itz point forward, you're only entitled to recover your
Lal operating costs.
(141 But in this case, we are, in essence.
nsi recovering it again, because we're recovering
1161 scenario one again. We're recovering the
n7refurbishment costs again, because we've added them
lialto it. So we're recovering the recurring costs,
tigr and because we didn't have any other way of
r20) measuring the refurbishment cost. we added
i21) Scenario one to scenario three; so we are, in
122) essence, still recovering the capital -- the
123} capital costs and recurring costs from scenario one
124 L0 it.
1251 30 we have an overestimate of the
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i scenario three that ends.

27 Q: Is that -- ‘

|3 A: The depreciation component ends. The other
14 two components continue. The refurbishment costs
st continue, and the recurring costs continue. As ]

61 said, the refurbishment costs, in essence. contain
in both the capital and recurring costs. We had to

18 use it because we had no other means of estimating
g refurbishment costs other than to reutilize the
nei whole cost of scenario one again.
iy Q: Okay. Iguess is it correct that if the --
itz1 The basic understanding here or the basic
na assurnption is that all the phones in the class were
i14in the class on 1/1/84; is that right?

nsi  A: All the phones in the class were in the
nsclasson 1/1/84.

un Q: On 1/1/84. So that all the phones in the

(18 class would be fully depreciated seven years later?
na  A: And AT&T's records show that.
o @ Okay. So there weren't any new phones that
@y came into the class at some later point in time

;221 that had 1o be depreciated?

231 A: That's correct.

pa; Q: Okay. Why don't we go through Exhibit 4.

(281 Maybe this will help me. If you just start in and
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1Y refurbxshment costs that would include ongoing -
121 capital costs, because we had no other proxy for
13 those refurbishment costs.

w  Q: Al right. In your calculanon though,’is

s there a separate accounting for depreciation, a

il separate element for depreciation?

1 A: Yes.

B Q: Does your calculation take into account the
imidea that some of the equipment does in fact get
siol fully depreciated after seven years and so it
nydoesn't apply depreciation to it anymore -- or it
1zt does not depreciate that equipment anymore? -
A: I'm sorry. Would you ask me that again?
151 Q: Okay. I'm trying to figure out if -- This .
1s11s back to this idea; if you start with a bunch of
i8] telephones on 1/1/84 and you depreciate them over
n7 seven years, at the end of those seven years you
(181 should stop depreciating them; is that right?

1131

Page 144
mexplain it. :
izi  A: All right. Looking at the very first one,

@i Exhibit 4 basically takes the -- The first column
lsi says midyear NBV. Stands for net book value.

st Q: Right.
51 A: Sothat's the net book value.
71 Q: What is that -- I mean, it looks like it
181 says $14.98.
9 A: It does.
go Q: All right. Is that the net book value for
nya --
itz1 A: A phone.
na  Q: -- single traditional rotary phone?
1al  A: A single traditional rotary phone.
usi Q: Al right.
nsl A: And it's being depreciated over time at

117122 cents a month. And this is not very -- That's
s the second column there.

113 A: When they're fully depreciated, they re ns; Q: Okay.
ro; fully depreciated. 2o A: The third column --
izt Qi Okay. Do your calculatmns do that? Do 1l Q: And that's a cents figure?
1221 they depreciate it for seven years and then stop 221 A: Yes.
(231 depreciating it for seven years -- I mean, after 231 Q: Twenty-two cents per month?
[24] Seven years? s  A: Yes.
251 A: After seven years there is one componcnt of zs1  Q: All right.
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i A: This next column says COM and IT. ' ndepreciated?
iz Q: Right. 2t A:r Yes.
3 A: That stands for cost of money and income B Q: Okay.

14 tax.
: Okay.
: That will be the 20 percent applied.

: Is that a per month --

I8l : Per month.

)| : And that's 20 percent of the NBV, and
itol that's what it's applied to? The 20 percent is
ni;applied to NBV?
nzi A: That is the 20 -- That's the depreciation

151
]
171

ol el ]

113 expense, ves. I'm serry.

irai Q: And so the total column is 31mp1y the
sy addition of those two?

Yes.

: Now, before you go to the next page --
I'm sorry.

: -- if you just go down to year 1985.
Uh-huh.

: NBV drops.

Yes.

Why?

f24) : Because you are depreciating this asset
i2s| over time. Net book value will fall as you

{18l
[17]
118f
18}
120]
121
122]
23

ERERQELEOR

4] A: Itried to take you here. You wouldn't go.
5t Q: So pages 1 and 2 are simply that same set
151 of numbers for all six models?

im  A: That's correct.

g Q: Let's go to page 3.

1 A: Okay.

noi  Q: That's labeled average net book value by
i set type. and I think it has the second label that
u2is sales from inventory price basis.

13 A: Yes. And these --
i1al MR. MARKER: [ don't think there's any
(15| question.

nsi  A: Pardon?
7 MR. MARKER: I don't think you have a
psjquestion yet.

ner Q: Notyet. Well, I guess, the first column

1201 is just listing the six different types of phone
1y sets, right, traditional rotary, traditional
w2 touchtone, princess rotary, princess touchtone?
zar A: Right.

2+ Q: And then the second column is labeled SFI
125 price. Stands for sales from inventory price?
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i1) depreciate it over time. :
21 Q: Okay. But without trying to do the
ja1arithmetic here, if you depreciate it at 22 cents a
i month for 12 months, whatever that would rnult1ply
Isiout to be.

1 A: Hopefully if you muitiplied 22 cents times
7112 and subtract it from 14.98, you should get a
s number that at least rounded off or prox'unated at
131 12.67. '
ne  Q: That was my question. It's as simpIe as
114 that?
fl21 A: Yes.
73] Q: Okay. Then depreciation expense stays the
(14} same? .
nsi  A: Uh-huh.
nal Q: And the CO -- The cost of money plus income
nu7tax is less. Is that simpiy because you apply the
1181 20 percent to a smaller number, so it gets smaller?
aal  A: That's right. You're applying it to a ‘
120; smaller and smaller base.
21 Q: Okay. And so this shows -- Should have
1221 looked at this before. This gives me the answer I
ratwanted. This shows it goes to zero after seven
izel years. The net book value goes to zero after seven
125t years, is that right? Because it's fully

Page 148
i1 A: That's correct.
27 Q: Then it just lists a price for each of the
131 six models?
i A: That's correct.
s Q: The next column is labeled 1/84 SIS BOP. -
w1 That stands for sets in service beginning of
i71 period, right?
81 A: That's correct.
¢ Q: Undemeath that it appears to say
10 Pennsylvania?
ity A: That's correct.
n2 Q: Okay. Take it from there, if you could,

.31 please, and explain to me what those numbers are.

(tay MR. MARKER: The numbers in the column for
1151 Pennsylvania? :

nel Q: Yes.

n7 A: The numbers in here represent the sets in
ng) service. These numbers here are used -- In this
ns particular table, it might be better if you

1o discussed with Dr. Kahn, and I will tell you why.

- z1This particular table was used by Dr. Kahn to

121 translate the average net book values into

3 individual net book values for the individual sets
124)in service.

25 Q: Okay.
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i1 A: Ican discuss it conceptually with you, but
1211 think we would be wasting a lot of time. It
i would be much more meaningful if you just discussed
1t it with him. The net book value, as [ mentioned to
is you before, you can see that Pennsylvania, New
is1Jersey, and Delaware, are the states that are
imiinvolved here.
B Q: Yes.
i A: Those are the states that are involved,
o because those are the states where we could get the
n1y Form M data that was clear and well trued up. We
iz could get the Account 231.02 data on CPE single-set
nadata from those states that was well trued up.
s Then we also had a document filed by AT&T in the
ns comments and Computer Inquiry II that told us that
1161 33.8 percent of that account was single-line
117t phones.
ne So we knew that -- of that value,
e 33.8 percent of it were single-line phones. And
1ol Dr. Kahn took it from there and translated it into
1211 a value for each of the individual sets. The
;z2) weighting factors that he came up with are
w3 represented by the work in these pages.
pa;  Q: Okay. Does page 4 -- That's part of that
1zs; same set of working papers, since it seems to have

i Page 151

il A Apart from the refurbishment, yes..

= Q: And again. that data came from the 1991 and
31 1994 break-even analysis? |

sl A: Yes, sir.

isi  Q: The description: of the operating costs

16 calls them legitimate -- all legitimate operating
(71costs. Did you malke some effort in this analysis
#ito make a determination between legitimate

fg operating costs and nonlegitimate operating costs?
1o A: No. We accepted AT&T's representation that
(111 thelr recurring costs were all legitirnate,
nzr Q: Okay. Referring them as legitimate

t:3) operating costs -- Strike that.

l41ls it a typical -- Strike that again.
us In regulatory proceedings. is it typical to

ne refer to operating costs as legitimaté operating

7 costs? .

nsi A: Yes, it is. Legitimate -- Only legitimate
heior prudent operating costs are allowed to be

20 recovered.

@i Q: And regulatory proceedings, the regulatdry
1221 body does make an effort to determine what are
123 legitimate and what are not legitimate costs for -
iza1 purposes of return on a regulated rate of return?.
ms) A: Not for purposes of regulated return, but..

. Page 150
iy information relating to Pennsylvania?

21 A: Yes, sir. Asyou can see on here, [ can

(31 see the true-up and the information net of the

41 true-up and the 12A and the 144 refer to the-

s trie-ups. That's information from subsequent

|61 vears' Form Ms that we would have had to gone and
171 obtained in order to do the true-ups.

@ Q: Okay. Solshould talk to Dr. Kahn about

I9i this?

oy A: Yes, sir.

i1 Q: Okay. Page 5 is part of that?

n2  A: Yes, it is.

13 Q: And page 6 is the same? :

iai  A: That looks like a much clearer -- And you

(151 can also see the 33.8 percent here.

e Q: Okay. I think with respect to the

171 scenario three, the one thing we didn't talk about
sl at all again or talk about at all was this category
nigi of legitimate operating expenses as apart from

120 refurbishment costs. Would you explain to me what
121} those are?

221 A: As in the other scenarios, that is thc

f231 recurring cost.

r24;  Q: Are those the same numbers you used in

1251 other scenarios?
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i they do for purposes of recovery. e

2 Q: Okay. Going to scenario four, it says, .7

131 Dr. Cameron and Dr. Kahn calculated a reasonable
i lease rate based on the lease rates charged during

isi the transition period of January 1. '84, to

6t December 31, ‘85. Where did you get information

7 regarding the lease rates charged during the

8 transition period?

o A: The information was taken from AT&T's --

ol I'm sorry. I'm going to have to ask you to repeat
i1 that. For lease rates that were charged during the
l2] transition period? .
3 Q: Yes. That's -- The statement here says you
sl calculate a reasonable lease rate based on lease
usirates charged during the transition period from
nsjJanuary 1, '84, to December 31, "85. Tjust want
1171 to know where you got information with regard to
118 the lease rates charged during the transition

ne period from January 1. ‘84, to December 31, '83.
ol A: We took those from the discovery documents,
i21)but we had to have them confirmed by counsel;
122) because we did have some questions about them, but
1za; mainly they came right off -- directly off of
(24) AT&T s discovery documents,
usi Q: Okay. Then it says you applied a general

Gore Perry Gateway & Lipa
(314) 241-6750 621-4790 621-2571 621-8883

Page 149 - Page 152

St. Louis, MO




I

[Ty

Z-gfr-';--.'w

Vies

P

Charles Sparks, et al. vs.
AT&T Corporation, et al.

Discovery Deposition of Pamela Cameron, Ph.D.
11/6/01

- Page 153
nirate of inflation as measured by the gross domestic
@2 product price index.

@ A: Yes.
4 Q: Is there a document that shows inflation
isirates that you used?
& A: Yes, sir. You showed it to me a moment
71 ago.
B Q: Okay. That document?
it A: Looks right.
nel  Q: Mark that.
n1y (Defendants’ Exhibit Cameron 5
iz marked for identification.)
usi Dr. Cameron, let me hand you what's been
i marked as Exhibit 5 {e your deposition.
sl A: All right.
us  Q: Ifyou'd take a look at that. T'll
17irepresent to you that this is what came to us as
ns Appendix B to the interrogatory answer that is
ne1 Exhibit 2,
2ol MR. MARKER: Just for the record, Michael,
;211 what you're calling interrogatory answers is what
122) we refer to as expert disclosures, right?
iz31 MR. BURKE: That would be fine.
ize) MR. MARKER: Ijust don't think it's
wsiidentified as interrogatory answer.

. Page 155
1y have the -- I believe, have the lease rates on
121 them. So we could --

3 Q: Okay.

4 A: - tell that for sure, but they appear to

sl be.

s Q: Okay. Well, then, page 8 --

1 A: 1don't have them all memorized, but they
81 look right.

@ Q: Okay. Page 8 of this exhibit is what you

o were indicating earlier. shows the inflation rates

11 that were used as part of the scenario four

iz calculations: is that right?

n31  A: That's correct.

na @ Canyou, I guess, explain this document?

i1si To begin with, it has an indication at the top that

neisays blending 1991 and 1995 data. Can you tell me

n7what that means?

ns  A: Yes, sir. It probably should say 1991 and

g 1994 data. But as lindicated, we had a 1991 and a
zor 1994 break-even analysis. And we took those, and

;211 we -- in order to get the time series of recurring

iz2 costs -- I'm going to use recurring costs, because

zajthat's common te all of our scenarios:; and it's a
jz41 good example.

(251 We needed to grow those numbers basically
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mMR. BURKE: [ called it one earlier and
1z said that's what [ was calling it.
3 MR. MARKER: I know you've done it.
@i MR. BURKE: I'm happy to call it whatever
s you want. Clarity is the only thing we need here.
i51 So expert disclosure is fine.
71 A: Okay. Yes, sir.
B Q: (By Mr. Burke) Is it the case that the
wi first six pages simply showed the -- what you are -
nojcalling the reasonable lease rates that you
nycalculated for the six different model phones under
112 the four different scenarios that we've been
natdiscussing?
na  A: Yes, sir.
nsl Q: And in fact we had another exhibit that had
usifive of these pages anyway?

(171 A: Yes.
18 Q: Not all six of them?
e A: Yes,

1200 Q: And then page 7, is this the -- is this the

izl table of lease rates that you used representing the
122t actual lease rates charged by AT&T?

1231 A: These appear to be the lease rates, and

124 these look like all of the right sources. But I

i2s1 will tell you that the damages reports themselves
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11 over time and -- or some way to get back to 1986 -
mand go forward to -- or go forward in time. So '
3 what we did was we took the 1991 number, and we
1o deflated it by GDPPI back to -~ Actually we went’
151 all the way back to 1984, buit back to 1986; and -
61 then we took the 1994 number, and we inflated it
7t forward to the year 2000. Actually we went to
srJanuary of 2000. And then in between we basically
o1 just straight-lined them, averaged them in between

- nojthere, The factors that we applied are given in

i these columns right here. The factors are shown in
iz this column right here, under factor.

s Q: Let me see if [ can understand the columns.
1131 The column says GDPPL [s that -- Does that show
(s the gross domestic product price index for each of
(161 those years, from 1984 to 20007

7 A: Yes. Itis the index for each of those

s years, [ believe.

e Q: And where does that information come from?
e A: As indicated down here under sources, we

iz1; got economic report of the president for the years
izarup to 1996, survey of current business for the

123 years since then.

z« Qi Okay. Is this an index that was reported

1251 0n the same basis through this whole time period?
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i A: Yes.
1 Q: Soyou didn't have to adjust it?
@ A: No, no. We don't do the adjusting. This
1lis a commonly used index by -- put out by the
151 Bureau of Economic Analysis, Bureau of Labor
15 Statistics. The federal -- The feds put this out.
i They do all the adjusting. We don't touch it.
# Q: From time to time, is it readjusted to
jireset a year to 1007
nel A: From time to time, it has been readjusted
f117to reset it to a hundred., yes.
nz1 Q: Soin this particular listing, it shows
1nar 1996 as 100, right?
1141 A: Yes.
ns. Q: So -- And all I want to make sure of is
(15 that all of this, you know, going before '86 and
117 going past '96 is all in fact an index based on 96
118 being 1007
net  A: That's correct.
zoi Q: And that's an index based on -- It's on the
121 same basis per year?
1221 A: Yes. We could rebase it. I mean, you
2a could theoretically rebase it and make 1994 100,
rz41and you would still get the same changes.
s Q: Okay. Now, going over to the column that's
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i A: In other words, GDPPl is a -- is a factor
@ there. That's an index. And what we're doing -
s here, in going from one to .67 (sic), is we're
@i deflating it by the amount of change in that index.
s Q: Igotyou. Go tothe column called growth.
s Ar Okay.
@ Q: How is that column developed?
#  A: You know what? Idon't know what growth
mis. [ don't know if this was ever utilized or if
fio) that was something Dr. Kahn was going to use but
nudidn't. You'll have to ask him about that.
nz2r Q: Okay. If you go to page 47 of the
ntal Exhibit 3, okay?
nai  A: Uh-huh.
nst  Q: Just look at the scenario four numbers. It -
16 shows the lease rate, and this is for traditional
p7rotary phones. The lease rate in 1984 is a dollar
1181 50; is that right?
e A: That's correct.
no  Q: And it also shows -- And this is the .
iz11 scenaric where -- Okay. Inflate -- You didn't
a2 start inflating this until 1986, right?
izai A: That's correct.
24 Q: Okay. So the rate for '94 and '95 was the
125} sarme, a dollar 50 both here? . .
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11 marked factor, okay, it shows ones for '91, '92,
121’93, '94, and '95, I_‘ight?
13 A: Yes. :
i Q: Okay. Why'?
15 A: We didn't inflate it or deflate it. We
is1just averaged '94 and '95 during that period.
7t : When you say averaged, earlier you talked
a1 about doing a straight-line interrelation between
lot the two numbers.
nol A: 1believe it was just an average of the two
1y numbers, and then it was straight -- the constant
1121 hetween them.
na Q: Okay. And then the number in the factor
(14l column for 1290 is .967, right?
sl A: Yes. '
nsi Q: Okay. How is that computed?
117 A: That means it would have taken the value in
118 1991 and basically deflated it by a ratio of one to
ny .967.
ize1 Q: But where did .967 come from?
21 A: Ifyou -- If you look at the ratio of
1221 .89 -- 89.76 to 86.84, you should get something
1231 that will give you something in the neighborhood of
124] going to -- from 1.0 down to .967.
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i1 A: That's correct.
@ Q: And then you apply an mﬂatmn rate to lt
31in '96 to go from a dollar 50 to a dollar 83; is*. " %'
wuithat right? S Broo
st A: That's correct.
& Q: Okay. Can you leok at page 8 of Exh.lblt 5
7 and tell me how vou get inflation rate off of
@8 page 8 that you -- that was applied to inflate the
v dollar 50 to a dollar 537
no; A: How you get the inflation rate off of
(11 page 87
w2 Q: Right. Maybe you don't, but I was thinking
naryou did. Iwas thinking the factor column here for -
4 inflation rates was inflation rate factor that you
ns applied. '
ne A: You don't apply the factor directly. The
7 factor translates into -- If I were going to go
nei from -- Let me see. From '95 to '96, you're going
s to go from one to two, so that would be about
12014 percent. This column, this growth column, méy be
1211 the percentage that this factor translates into.
i22) Let me caution that these are not
i231immediately recognizable as the percentages from
w4 right here, for one thing, because, remember, price

tzst  Q: Okay. izs) changes occur at midyear: and it might be easier,
) Gore Perry Gateway & Lipa  St. Louis, MO
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i1 at least for me, rather than working with these is

(2] to look at the damage reports themselves. You can
@1 see the prices in there perhaps a little easier.

w But if you want to make sure how you go from here
sl to here, this growth rate looks like to be the --

6t to take this GDPPI index, translate it into a

7 percentage change, and apply it; and that .

i percentage change looks like it's applied to this.

@t Q: But Dr. Kahn would probably be the one that
110} can expiain that?
il A: Yes. If I had my calculator here, I couid
2 verify that for you very quickly, but I think he

3 could verify that for you in two seconds.

{14/ Q: Okay. ls scenario four -- ] hope I wasn't

sl misspeaking before. But anyways, scenario four
161 generally reflects an assumption that -- Well,

n7 strike that.

s First it reflects an assumption for

lig) purposes of scenario four that the lease rates that
120i were being charged on December 31, "85, were

@21 reasonable; is that right?

221 A: No, sir. Itake them as given. That's not

231 the same thing as saying that they were or were not
124l reasonable. As we discussed this morning, AT&T did
zsinot do a cost of service -- I'm sorry. FCC did not
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peverything else that -- at least if -- if it was a
@ fairly competitive world, at least that AT&T's

(3 rates would not have gone up by any more than the
wirate of inflation. So we applied the general rate

i of inflation, and what we saw was that their lease
5] Tates went up by more than that.

71 Q: Okay. So you didn't really consider what

8 was going on with AT&T's costs as such in

1 scenario four?
1ol A: In scenario four we did not iook at costs,

i that's correct.

iz Q: Okay. Ithink I may have asked you this

131 before, but in case I didn't, let me trv it anyway.

a If you'd look at, I guess, Appendix B, since that's
nsi the thing that came with the expert disclosures,
nsiJust look at page 1. That would be fine.

un A: Yes, sir.

ng Q: Qkay. These are -- [ think [ did ask you

no this before; that this is just a summary of the

o results of your computation of what you refer to as
21 reasonable lease rates under the four different

221 scenarios that we've talked about for a traditional
3 rotary phone; is that right?

2t A: That's correct.

zsi Q: Okay. Now, my question is: Do you have in
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nido a cost of service on those rates at the time of
@l transfer. They could have been -- There was -- |
i31don't know when the cost of service was done. 1
141 don't know what went into those rates. We don't
151 know how those rates were set. We don't know what
i) all the commissions -- those states' commissions
mdid when they set those rates. )
B Q: Okay.
® A: Itake them as given. [ make no
yiel pronouncement as to their reasonableness.
my Q: Okay. Well, assuming those are the base
(21rates starting as of 1/1/86, the methodology of
131 just applying a general rate of inflation to those
4 rates, does that reflect an assumption that AT&T's
15 costs were increasing at the rate of inflation that
usiyou applied?
nz A: No. Itreflects the fact that I would
nel have -- I looked at those -- I applied the genera!
usirate of inflation because my knowledge that that
1201 telephone product -- telephone equipment product
121l prices were coming down. Producer price
(22t equipment -- Producer prices in equipment for
1z3i telephone had been falling. We know that.
2e) Interest rates are generally falling.
izs] So generally I would have expected to see

Page 164
a1your files any spreadsheets laying out the details
iz1 of these calculations. the way you've described
13 them as we went through the discussion of scenarios
[« one, two, three. and four? L
5 A: Well, other than we -- I mean, I know that -
s1these numbers right here went into the calculation
i71of scenario three, and I'm referring to Exhibit 4.

@ Q: Right. '
o A: Were utilized in the development of
noi scenario three. Other than that, I am not aware of
i1y any particular -- I'm not aware of any
2 spreadsheets. 1am not.
na Q: Okay. By that question, I mean whether in
a1 paper form or electronic form.
st A: No, Idon't, [ don't. : R
ns Qi Okay. !think this would be a good peint
7 for a break.
1181 (Off the record.)
nei {Defendants' Exhihit Cameron 6
poimarked for identification.)
211 Let me hand you what's been marked as
1221 Exhibit 6 to your deposition, Dr. Kern -- Cameron.
123 Sorry. It's getting late. Power of suggestion ig
l2a; strong.
st A: Yes, sir.
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i1;  Q: Okay. This is what came to us as
21 Appendix A to the expert disclosure that was marked
11 as Exhibit 2 to your deposition, and I'm not sure
@l it came broken down in these pieces. But I have
15 broken it down into six pieces.
s A: Uh-huh.
71 Q: And I've also numbered all the pages
81 consecutively from one through 1186, so hopefully we
19 can talk about it and make sense on the record. It
1o looks to me like each of the six segments are set
nuup the same way; that there's a summary page, and
1zl then the actual spreadsheet calculations are
nm attached to the summary page. Would you verify
114 that for me?
s A: Yes. Thank you. Fll do thatin justa
ns second. Yes, sir.
7 Q: Qkay. And then the basic breakdown, I
st think, is that there are -- starting with the first
ng packet that's on page -- on one, that that's a '
120t calculation of what you're calling the damage
21 estimates for the four different scenarios but not
1221 applying any interest to them?
iz A: That's correct.
‘s Q: Okay. Then the second packet which starts
1251 on page 21, it is the same calcujation but this
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i1 A: That's correct. ] : .

2 Q: And ERO version, the existing ins are
taiincluded in the class sets on a propeortional basis?
a1 A: That's correct.

5/ Q: And then in the other version, the existing

i) ins are not included in the class set? .

71 A: That is correct. e

s Q: All right. So is the interest that is

18 computed in the sets where interest is computed --
o is that computed on a simple interest basis, or is
(11 it compounded in some way?
n2  A: Itis not really compounded. It is simpie
n3in that if you had -- say, the interest were
nalcalculated to be $5 in 1984, that -- and $5 would
15l carry -- that same $5 would carry through for all
us the years, but it wouldn't add up and get added to
(171 1985's and then become part of the compounding
(18 process. So it is simple interest.

ng  Q: Okay.

ol A: It's additive -- We didn't just take the
rildamages and multiply them by 5 percent. That's not
zzi what happened.

i3 Q: Right.
24)  A: But it is also not compounded.
st Q: Okay.

. . Page 166
11 time with an interest rate that is identified as
@ the [llinois interest rate?
131 A: That is corTect. .
‘w1 Q: Okay. And then packet No. 3, which starts
s o page 40, is the same calculation: but this time
|8l with an interest rate applied that's identified as
(7 the New Jersey interest rate?
@ A: That's correct.
s Q: And then packet No. 4 starts on page 59,
110l more or less starts over again. Thisisa
it calculation without an interest rate, but it's done
nzion the ERO version of the calculations?
pat A: That's correct.
n4 Q: Okay. And then packet four (sic) starts on
ustpage 79, is the ERQ version of the calculation with
116 the llineis interest rate; is that correct? :
171 A: That's correct.
sl Q: And then packet six starts on page 98, is
i191 the ERQ version of the calculation with the New
120 Jersey interest rate?
2t} A: That's correct.
22t Q: And again, the ERO version -- the
23 difference between the ERO version and the other
124/ version is the treatment of the existing ins
1251 telephone sets?

: Page 168 -
11 A: So it is something in between. S
i Q: Ithink the way the damages are calculated,

13 at least when we go through the spreadsheets, it
14;looks to me there is a damage calculated for each

sy month starting in January of '84?

5l A; That's correct.

71 Q: And then I believe the interest is simply

1s; applied to that month's damages for however many
i months it is to the end of the calculation period,

(10 to sometime in 20007
1 A: The interest is applied to the relevant
nzmonth -- Or the relevant interest is applied to

itaj each month, and then the relevant months are

na summed. That doesn't mean interest in '84 was
psisummed up. It just means that the figures begin in
116184, because our sets-in-service data began in '84.
;17 That doesn't mean that we added up damages starting

e in '84.

ne Q: Oh, okay.

ize; A: Damages are from January of '86 through
i January of 2000.

ez Q: Okay. Well, let's go through set No. 1 --
23 A: Okay.

1241 Q: -- to get a -- make sure | understand.

1251 Going to page 2, this is the calculation for the
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(1 traditional rotary phone; is that right?

tz;  A: Traditional rotary, yes.

@ Q: Okay. And has the year and date column.
1+ Then it has a column for class SIS. That means
151 class sets in service. right?

B A: That's correct. -

m  Q: And then the next column is labeled price,
s but in fact that's the lease rate you use as the

jo/ lease rate actually being charged by AT&T in that
o month, right?
11y A: Thatis correct. That is the lease rate

(121 applied by AT&T.

na  Q: Okay. And if you go to Appendix B --

el A: B as in boy?

nsi Q: Right. -- and go to page 1, am [ right

sl that page 1 is the summary of what you call the
mreasonable lease rates that you've calculated for
ng traditional rotary phones under the four different
na scenarios?

2oy A: That's correct.

211 Q: Okay. So for example, under scenario

221 No. 1, 1984, under the direct column, the lease
iz3 rate is 64 cents; is that right?

iz A: That's correct.

1251 Q: And if we come back to page 2 of Exhibit 6,

Page'171
(111s set up to begin calculatmg by formula whenever
ri it begins calculating. But if you go to page 4 --
- Q: Okay.
4 Ar -- you will see that we have identified
i1 that. At the bottom it says '86 through 2000, At
161 the top of the -- And in this table, you will see
i71that we do not sumn necessarily from '84. That's
B what [ meant by --
g Q: Okay.
et A: Just because the data goes through '84
nydoesn't mean that we calculate damages through '84.
n1z1The data is there if we wanted.
nay - Q: Qkay.
na;  A: But we didn't.
ns; Q: Okay. Well, looking at -- I think maybe
nsianother way of say -- Let me ask to make sure, for
nzime to clarify and confirm for myself. If you look
na at page 84 -- [ mean page 4, the number at the
191 bottom of the scenario one direct column is
1zo1 1,816,000,000, right?
21 A: Yes.
221 Q: And is it correct that that number is
z3 sirnply the sum of all the monthly figures in the
1241 scenario one direct column starting from January
123 '86 and then going all the way through June of

Page 170

1) the counterpart lease rate listed there for January
) of '86, which would be the lease rate that AT&T

@l actually charged, is a dollar 50, right? . :
4t A: That is correct.

s Q: And is the calculation in the page 2,

i scenario one, direct column, simply taking the

7 difference between the dollar 50 and 64 cents,

v which would be 96 cents?

(oI A: Ninety-something cents, yes, sir.

nol  Q: Okay. And multiplying it by the class sets
111in service of 30,708,1067 ‘
nzr  A: Yes, sir.

n3  Q: And that gets you a number of 26,411,1617
nat  A: It should.

nsi Qi All right.
nel  A: Except for rounding, it should get you
117 right there,

s Q: Okay. 5o that's how the -- So that would
(191 be the damage figure you've estimated for the
2ol traditional rotary phiones, all of them, in the

1 class under scenario one under the direct cost
122 method?

231 A: Yes. With one caveat: Except there are no

i2e; damages in '84, because we didn't calculate damages

2siin ‘84. It's shown here, because the spreadsheet

Page 172

n 20007 '

121 A: I believe it goes from January of ‘86

@31 through January of 2000 --

s Q: Oh. ’ .

51 A: -- as the heading in this table indicates.

i8i Q: Oh. on the summary page?

71 A: Uh-huh, yes.

8 Q: Okay. [didn't try to add those up, but

j: okay. Back to page 2 and looking in the price
inojcolumn, in calendar year 1986, this is the lease
uurate actually charged by AT&T. and it changes in
naiJuly of '88. right?

3 A: We made -- Yes, sir.

ita Q: Is that right? It goes from a dollar 50 to
nsitwo and a quarter?

gl A: Yes. sir.
w7 Q: What -- Using your -- In the Exhibit B
s which is -- I mean, Appendix B which is Exhibit 5
ngion page 1 of that list of computed what you call
1o reasonable lease rates, what lease rates did you
w2y use off that list to subtract from the lease rates
i221 shown for 1986 in --
123t A: We would have used the '868 number.
4] Q: Okay. So you did not -- Even though the
tes! AT&T lease rate changed, you didn't change your

DagpaScript
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ncomputed lease rate?

(21 A: That is-correct. The cost is an annual

vl cost. We -- Actually AT&T changed its lease rates
4l before July of 1986. Again, as always, in an

s effort to be conservative and because AT&T spread
16 their lease rate changes over time, usually over a
i7) three-month period -- in fact they began increasing
@ their rates in February of '86 -- we had --for -«

ig1 for -- 10 simplify our calculations, we erred on

ol the side of being conservative and giving the

ity advantage to AT&T. So we picked the midyear

i1zi convention.

13 in every year we picked July as the date to

4 change the rate. So we assumed that the lease rate
nsi change goes into in effect in July, when in fact we
nsi know for a fact that AT&T really started increasing
117 their lease rates in February of ‘86. So the rates
ns started going up in February of '86, but our
usidamages are low in that they don't show any lease
ioirate increases until July of '86.

21 Q: Butin terms of the calculated lease rates,
1221the so-called reasonabie lease rates, you just used
tzal the same lease rate for the entire year?

1241  A: That's correct. )

izst  Q: In terms of the interest rates in the other

Page 175

o Q: Okay.

@ A: Idon't --1don't see it here, and I guess

(3 we didn't put it back in the back as our -- and

w list it, identified the source. But it is a court

1is1 decument that was given to us by coungel.-

s Q: Okay. You Indicated that in the summary

i sheets, the way they were calculated to add up the
1 damages. that they did not include damages for ‘84
1oj and '85. ‘ '
iop A: That's correct.
iy Q: Why? Imean, your calculation showed under
i1z your model there was big damages for '84 and '85.
ua A: Well, we were told, first of all, that

s legally the damage period begins in January of '86:
st and secondiy, as I show in scenario four, for

s example, with the change in rates, we getan
n7increase in damages only after the rates change in

"i1sithat scenario. Mainly it was because I was given

ing; information that the damage period begins in '86.
izor Q: Okay. Do you have an understanding of why
iz11t begins in '86. rather than earlier in '84°?

izzi A: No, sir.

zat  Q: This is a page that has sort of a {ootnote

i2¢) page on one of these; that it doesn't have any

(25 interest rate information on it, but it does have
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1 package that have interest rate calculations on
@2t them, one is identified as Illinois; one is
@l identified as New Jersey. Why did you pick
wullllinois and New Jersey?
15 A: We were advised by counsel on those. We
16t were told to use those particular interest rates.
7 Q: Qkay. And do you remember what the --
i81 Well, do you remember what the interest rate for
9 [llinois was?
For lllinois?
Yes.
Nllinois was 5 percent.
Ckay. Just a simple 5 percent?
It was 5 percent in all years.
(15l Okay. And for New Jersey, there was a
nsl schedule of --
i171 A: A whole schedule of different rates, yes.
ns Q: Okay. Do you have a single piece of paper
L2 someplace that tells you what the New Jersey rates
(20l are? -
12t A: Yes, sir. If it is not at the back of
1221 here, it is a court document from one of -- from
@arthe -- that was given to me by counsel and that we

1
1l
{124
13|

11aj

ereEQR

w241 did provide as one of the documents we relied upon.

i2s1 So I'm assuming that that was turned over to you.
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i some other. And that's page 20 on the Appendlx Al
2zt MR. MARKER: That's six? .
3 Q: That's six. It's these -- Here you go.

41 This one has page 20 on the back.

51 A: Okay.

& Q: Okay. Is this simply -- Under the heading

(71 SIS, is that simply indicating that for the years

i indicated the source of information about sets in
191 service came from those various exhibits?
a0 A: That's correct, yes.

'y Q: And then under the heading prices, can you

(121 tell me what those were -- what those were used

uat for?

na A: Those were used to develop the dollar 50

s and the subsequent price changes that occurred,
08 AT&T s lease price changes.

nun  Q: Okay. So that's just the actual AT&T lease

s rates?
na  A: Yes.
izog Q: Okay.

211 {Defendants' Exhibit Cameron 7

122 marked for identification.)

iz Dr. Cameron, let me hand you what's been
rreymarked as Exhibit 7 to your deposition. That is, I
i2s) think. probably self-explanatory. It was a

Gore Perry Gateway & Lipa
(314) 241-6750 621-4790 621-2571 621-8883

Page 173 - Page 176

St. Louis, MO




- e

- rg,r.}.

-4 ..IFn‘,.{‘.‘

g

e

Brywse

Charles Sparks, et al. vs.
AT&T Corporation, et al,

-Discovery Deposition of Pamela Cameron, Ph.D.
11/6/01

Page 177

1y documcnt we recewed from the Carr Korein law firm
i indicating that certain stuff -- certain documents

fa) were provided to Bryan Cave in connection with this
l4] Case.

i1 ln particular the thing I want to ask some

i61 Questions about is what's identified as the sources
mused by Exeter Associates in damages study, and

g1 that's a one-page document attached.

1 A: Yes, sir.

ito;  @Q: Have you seen this document before? Did
it vou produce it?
121 A: [ believe we did.

ns Q: Okay. Do you recall -- Some of these
14y things I think we already talked about, so [ won't
s ask you about those. The third item down says
16 Noble Exhibits 394 and 395 and has another docume
nmidentifier. Do you know what those were used for?
in8) Do you recall what those were used for or what

ng information you got off of them?

o A: Off the top of my head, I'm sorry, sir, |

121y don't off the top of my head.

i22; MR, BURKE: Okay. Well, Michael, for your

i23; benefit, we can't find anything called an

1241 Exhibit 394 or Exhibit 395 in --

izsi MR. MARKER: She probably didn't use it.

Page 179
i for the sake of erring on the conservative side. |
@ didn't use it.
ar Q: How about the next item that's called
14 repair prices: do you recall what that was used
5 for?
& A: Repair prices, no. Idon't recognize it
71just by that name. I'm sorry. [don't.
1 Q: Ithink this is that. Do you recognize
o that?
nol  A: It says it's also part of De Lura 198. Not
nu something I personally relied or.. We may have used
n2rit as a sanity check when we were doing' something,
113 but it is not something I relied on.
ita; Qi Did you use repair prices for -- as a
ns source of -- in any way as data in your

1t ns calculations?

n7 A: Idid not. and I'm not confident that we

1181 did not use anything by that name. Like [ sajd, we
gy may have used it as a sanity check on our

zo) refurbishment costs to make sure that we were -- I
en didn't use it; I can tell you that.

21 Q: Okay. Okay. You described earlier these

23 are the "91 and 'S4 break-even analyses that you
l2at talked about earlier?

{251 A: Yes.

, Page 178
o1 MR, BURKE: I have a feeling that this --
2l MR. MARKER: If there's a correction,
ja| we'll --

@l MR. BURKE: --is some kind of mistake. If

5 you could let us know what that is.

® A: Could it have been De Lura Exhibit 394 or
713957

# Q: (By Mr. Burke) [ don't think so.

o) A: All right. We will check into that.

nor  Q: Ckay. I think that's justa

nuymisdescription, and we couldn't figure out what it

na was supposed to be.

na  A: Try Exhibit 304. Exhibit 304 sounds

na familiar. I'm not sure.

ns) @ And then do you recall what -- Going down,
16 the Susan Ragsdale letter, do you recall what that

nnwas about and what you used that for?

el A: No, sir. [ would know it if I -- I'm sure

ng I would know it if [ saw it, but I don't recall off

120 the top of my head.

2y Q: Well, let's see if [t's one of those things

1z2) we can find. Let me show you that. Is that it?

1z3 Do you recognize it?

24 A: Idon't. This must have been something we

128) found on Marvin's desk, so we decided to include it
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n1 Q: Then you talked about Form Ms that were
21 submitted to the FCC. These -- [ think one of the.
i3 documents identified Pennsylvania, New Jersey, and
4 Delaware as states that you had data ﬁ'on}.
151 A: That's -- [t was Pennsylvania, New Jersey,
i5; and somebody. I believe Delaware was the third
17; state.
g Q: Okay. And those were Form Ms? | mean, you
) got this information from these Form Ms?
noj A: From the Form Ms, yes.
ity Q: Okay. The item down there called
112 Exhibit 133, 1993 AT&T business plan, do you recall
naywhat you used that document for?
14} A: Not specifically. If you have a copy. |
[15i May --
ns Q: Well, let me show you this and see.
nm o A: I1did not use it. [ suspect, again, this
ns;was one of those things that we -- we listed to be
i safe, rather than sorry.
izol MR. BURKE: Okay. Well, Michael, again
z1I'll just polnt out an the written list it calls it
r22; Exhibit 133, and this thing is actually Exhibit
231 113. SoI'm -- We're assuming that this is
(24| probably what it means,
1251 MR, MARKER: Right.
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w Q: (By Mr. Burke) But don't know for sure.

iz1 The next item is identified as the Value Line

i investment survey for, you know, a variety of
lsiyears. Then it's indicated to be publicly

i51 available data. Do you have a recollection of what
i you used the Value Line investment survey for?
m  A: Yes, sir. We would have useditfora

s couple of things probably. One, we were looking
{ai just at trends in -- Well, | was looking for AT&T's
ot financials, if you will, the kind of financials
1 that are reported in Value Line. I was looking at
n21 AT&T and the market in which AT&T was classified af
13 that time, just to make sure there wasn't anything
114 there that we should know. [ wanted to know if

1151 they were reporting -- Value Line would report if

iis; the FCC had given AT&T a -- or had approved a
7 different cost of capitat for them. We also went

118 to the Value Lines to look for some value lines and
e the market guide information just to look at the

1ol leasing industry in general.

211 Q: What do you mean? What kind of information
lz21 would you get on the leasing industry in general?

123 A: Well, we tried to get just general

l2s; information by SIC code, just to look at -- see
12si what we could find in terms of what to expect in
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(1 website for? Lo

21 A: We went there to see if we could go back to

5 1983, '84, that time frame, to see if we could get

1 historical data on the leasing industry and rates

is1 of return. as [ just indicated a second ago, see if

16l there was anything back from that period of time

(71 that would jump out at us that we needed to know.-
18l about. SN e

18 Q: Was this the same sort of due diligence ™
nei approach that you described?
iy A: Absolutely.
2 Q: You didn't get any information off this

i3 website that you relied on --

14 A: Idid not.
usi  Q: -- or any numbers that you used?
161 A: No numbers that I used, that's correct. ~

n7  Q: Based on your look at the -- Or based on

nel your work here in this case, is it fair to say that
nellarge numbers of lease customers stopped leasing

i2o from AT&T in 1984 and in 18857

217 A: [ think the numbers speak for themselves.

122 [f you look in there, you will see that there were -

23 a fair number of sets in service that were notin .
124 the embedded-base class at the end of that period” ~ .+
125 that were there at the beginning of that period.: . %< ~
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iterms of overhead rates, rates of return, were they
{21 superabnormal, super under normal, was there
131 anything really out of the ordinary that we should
14l know about the leasing industry.

il There was nothing there that we relied upon
i6t heavily in this particular study. But due
17 diligence would require that -- obviously that we
18 needed to go and have a look and see there wasn't
19l anything there we needed to know about.
no Q: Okay. Sois it fair to say you did not
i actually rely on any data that you -- yeah, you
itz; didn't rely on any data that you gleaned from the
(13 Value Line investment survey?
ita1 A: From -- No. Idid not rely on any data
s that [ gleaned from the Value Line investment
L6l survey.
itz Qr You didn't use any numbers?
na A: [ did not use any numbers out of that, no.
gt Q: Okay. This next itern here, this market
izl guide, is a website; is that right?
211 A: Yes, it is.
221 Q: Okay. And I will show off my limited
123 technological skills. [ went to that website, and
2411 have no clue -- I mean, it's got everything on it
isibasically. What did you utilize the market guide
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i1 Q: Did you make any judgment or form any @ 7%
' |21 opinion about why customers stopped leasing from

B AT&T? 3
i A: No, sir, I did not.

st Q: Did you form any opinion or make any

61 judgment about whether or not they were making good

(71 decisions 1o stop leasing from AT&T?

81 A: [did not.

@ Q: Are you saying here in connection with the

1oy work you've done with this case that AT&T should
nithave used one of your approaches to set its lease

nzirates?
ua  A: No, sir. We covered this territory before,

14| tOO.
nsi Q: Did we?
61 A: Yes.

nnt Qi Sorry. Okay. Do yvou know whether or not
fislany other companies -- did I ask you that, too --
g whether anybody else did get into the leasing

2o business on leasing telephones?

211 A: Yes, sir. We covered that.

221 Q: Did you do any other analysis in connection
izs) with this case that is not presented in the data

. zeithat we have here?

i2si  A: No, sir, nothing other than just the
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niordinary start-up stuff that you do when you're
iz trying to get stuff up and running. Like vou can
13 see, [ mean, this data begins in 1984. So, I mean,
[4] WE -~
151 Q: You didn't have a fifth scenario that
161 YOl =~
i A: No. .
: -- calculated and --
: Absolutely not.
: -- discarded for some reason?
No.
: Only one at a time,
Sorry.
14 : Even if yvou didn't do any other
s calculations, did you consider any other model to
el apply and choose not to do that?
171 A: Ithink the scenarios that we have chosen
8 cover the ground really. As I said, when we first
nerstarted off, we began by considering what data we
ot had to work with. We're limited with our data, and
eit] think we worked -- first of ali. we worked to
221 make the most of the data we had. We worked --
123 stayed -- always working to be very conservative
12a) with the data we had, but we've utilized the data
izsiwell. And the answer is no, [ don't think it's

18}
191
1191
RN
112
113

eroroEo
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mwere such things, Dr. Kahn would know about them?
1 A: Yes. Beyond what we've already discussed
13 with respect to scenarios three and four, which we
w did go over some of those today. but beyond that,
sy other than what's embedded in Exhibit 7 and Exhibit
515, you'll have to discuss that with him: because
71]'m not aware of any,
istMR. BURKE: Okay. | don't think I have any
|ot other question.

o MR. BENNETT: Let's talk for a minute or

1y two, and then we'll see if we can wrap it up.

n121 {(Off the record.}

na MR. BURKE: [ have a few more.

i1+t How much are you being paid in connection
nsjwith the work you're doing in this case?

6t MR. MARKER: She's being paid?

171 A: I get paid by Exeter Asscciates. [ have a
g billing rate. and we charge this firm our standard
119 biliing rates.

izo; Q: What is your billing rate?

iz A: My billing rate is $120 an hour.

1221 Q: Do you know what Dr. Kahn's billing rate
(23 is?

wa A: Dr. Kahn's billing rate, I think, is -- I'm
izs) going to embarrass myself if I get {t wrong, but I
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i necessary-to do any additional scenarios. .
2/ Q: Okay. That wasn't really exactly my
@iquestion. It was whether or not you considered any
i¢l other models and did not apply them.
51 A: No.
s Q: Is there any other work you plan to do in
7l connection with this case between now and trial?
8l  A: If we could get additional better data,
i clearer data on recliTing costs, on any of the
nor areas where I've indicated to you where, you know,
nijwe've always had to go in and err on the side of
izt being conservative, you know, would be -- be happy
i13 te, you know, utilize that data.
fiaf Q: Ithink [ asked this before, too. If I can
nsiget you to take a look at Exhibit 5, it's marked as
ns| Appendix -- Appendix B, it's marked as Exhibit 5.
ii71 A: OKay.
unal Q: These are the sheets that show the results
ngl of your calculations. the so-called reasonableness
morates that you've calculated under the different
[21] SCenarios.
tzzi A: Yes, sir.
3l Q: And, again, I would be very interested in
i24] seeing any detailed spreadsheets that lie behind
1251 these numbers, and I think you told me tf there
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(I think his billing rate is 150 or 155 an hour.

21 Q: And those are the rates that you are

i3 charging the Carr Korein firm --

4 A: Yes.

5] Q: --in this case? How much time have you

161 put intc the case so far?

71 A: Idon't know.

i Q: What's your best estimate?

o1 A: Gosh, early in October there were a lot of
nothours. I just don't know, I honestly don't know.
i1 Q: Can you put it in a range, like, over a
t121 hundred, over 5007
n3 A: Over a hundred hours, if that's what you're
114) asking, yes.
nsr Q: Okay. Over 500; would it be that high?
sl A: Idon't think so.

7 Q: Have you ever testified in a case that
i1ainvolved a company called Valor Telecom?

iter  A: Valor iz a company that's just been created
201 that does business in New Mexico. I testify in New
1211 Mexico. Valor is free to intervene in any case in

1221 New Mexico they want to intervene in. So [ mean, I
123 guess ['ve testified in cases where they could have
i2¢j intervened, but I'm not --

iest  Q: Did you ever testify on their behalf?
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ni A: Absolutely not.
12t Q: Have you ever been in either 2 consulting
1l position with -- Well, let's start there. Have you
| ever been in a consulting position with Valor?

Page 191
nia regulating entity that will have control to some
(2 degree over certain prices that the regulated
(3l entity may charge. I mean, that's a pretty broad
14l question. Obviously regulation takes on many

s A: No. _ - 18 forms.
st Q: Have you ever been in an adversary position i Q: Okay. But is the basic hallmark of an
mwith Valor, that you know of? 7 unregulated industry that there is no regulatory -
8] A: Like I said, Valor is free to intervene in- . sl authority that oversees setting prices?
jo1 anty case in New Mexico, and to the extent they may 90 A: Is that the hallmark of it?

nojhave intervened in a case, they may have taken a o Q: Is that a hallmark of.

fi11 position that would have sided essentially with it A: Is that a hallmark of it? That's one

(121 Qwest, who is the regional Bell operating company. t121 aspect of it.

13 I'm not aware that Valor has intervened or had a ns Qi Do you remember, by chance, what your phone
4 presence in any of the cases that I've been e number was in 1984 or 1985, 19867

nsiinvoived in. They're a fairly new player on the nsi A: No.

1181 block. nel Q: Okay.

71 Q: Okay. Have you ever tEStlfled for any - .| um A: No.

i18) telephone company? . ns; Q: Out of all the work you've done in this

119 case, can you give an opinion as to what you think
o) the highest rate AT&T could have charged, highest
i21) lease rates AT&T could have cha.rged. for its

i22 equipment that you would consider to be reasonable?
23 MR. MARKER: [I'm -- Unless you want to read -

i2a1 back the question, did you specify a time frame for
(25 this question? S

(tat  A: For a telephone company? If by for a

120 telephione company you mean a competitive local
i) exchange company, the answer is yes.

2z Q: Would you explain to me what you mean by a
281 competitive local exchange company?

l2a; A: A competitive local exchange company is a

25| nonincumbent. Southwestern Bell is an incumbent
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n Iocal exchange company A competitive local - © - i Q: No. During the time period from 1984: 2 o1
(2l exchange company is an entrant, a new entrant into 2 MR. MARKER: Through the present? = ... 7
@l the local exchange market. AT&T is a long chstance | @ Q: To the present based on your analysis.«:pmn v
lajcarrier, AT&T would be a competitive local . : (at  A: And once again, we've been down this road,
sl exchange carrier if they entered the local exchange (51 but the highest cost base rate they could have
st market in a particular state. i1 charged, at least based on my cost analyses of the
i1 Q: Okay. Have you ever testified on behalf of irates that are in my tables,
is1 any former Bell entity? #tMR. BURKE: Okay. No other questions.
1 A: On behalf of a former Bell entity? 1 Thank you.
oy Q: Let me break it down into two parts. Prior noMR. ARMSTRONG: We're going to reserve
i1 to the breakup, did you ever testify on behalf of nusignature, Pam.
12 AT&T or any of its parts? 1121 THE WITNESS: What's that?
n3MR. MARKER: You'll have the right to read

13 A: No.

na;  Q: Okay. After the breakup, did you ever. 4 the deposition once it's finished.
i151 testify on behalf of AT&T anywhere? 115]

e A: No. ne (Original Defendants’ Exhibits

n71Cameron ! through 7 attached to
nsl original transcript.)

n7i Q: After the breakup, did you ever testify on
118 behalf of any of the former parts of AT&T that were

e divested? : - (e ‘

20  A: No. zo) SIGNATURE RESERVED, BY AGREEMENT OF COUNSEL ANC
i Q: We've talked a lot about the regulated 21, WITNESS

t221industries or regulated markets. What's the t22)

23 difference between a regulated industry and an 123]

lz4j unregulated industry? [24]

251  A: In a regulated market, the -- there will be 125
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1 WITNESS SIGNATURE PAGE
12t '
3 COMES NOW THE WITNESS, PAMELA CAMERON,
w and having read the foregoing transcript of the
s deposition taken on the 6th day of November, 2001,
15 acknowledges by signature hereto that it is a true
i71and accurate transcript of the testimony given on
18] the date herein above mentioned.
191

1y PAMELA CAMERON

112/

. Page 1585
wcorrectly set forth the testimony of the
12 aforementioned witness, together with the questions
i3 propounded by counsel and remarks and objections of
w counsel thereto, and is in all respects a full,

151 true, correct ‘and complete transcript of the

i questions propounded to and the answers given by
71 said witness; that signature of the deponent was

18l not waived by agreement of counsel.

w1 further certify that I am not of

np; counsel or attorney for either of the parties to
1 said suit, not related to nor interested in any of

1z the parties or their attorneys.

na Subscribed and sworn to me before this _ _ _ _ day na Witness my hand and neotarial seal at
naol _ _ _ , 2001. My Commission na St. Louis, Missourd, this 14th day of November,
I15| expires: _ _ _ _ __ _ . 1151 2001,
1161 usi My Commission expires September 2, 2004.
1171 17l
BBl _ o o o o o o e e MBI o o 2 e — - — _
lia) Notary Public nel Notary Public in and for the
20| 201 State of Missouri
121 21
t2a) 1221
123 23|
124 [24]
25} 1251
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(W STATE OF MISSCURI

12; 5S.

@ CITY OF ST. LOUIS

w1, Pamela Watson Harrison, a Notary

15 Public in and for the State of Missourd, duly

i) comrmissioned, qualified and authorized to

1m administer oaths and to certify to depositions, do

8 hereby certify that pursuant to Notice in the civil

18 cause now pending and undetermined in the Circuit
110l Court of the Third Judicial Circuit, Madison

i1 County, Ilinois, to be used in the trial of said

nz cause in said court, | was attended at the offices
na of Carr, Korein, Tillery, Kunin. Montroy, Cates,

141 Katz & Glass, 701 Market Street, Suite 300, in the
1151 City of St. Louis, State of Missourd, by the

16l aforesaid witness; and by the aforesaid attorneys:
ti71on the 6th day of November, 2001.
st That the said witness, being of sound
neimind and being by me first carefully examined and
izol duly cautioned and swormn to testify the truth, the
izywhole truth, and nothing but the trath in the case
122 aforesaid, thereupon testified as is shown in the
123; foregoing transcript, said testimony being by me
1z4; reperted in shorthand and caused to be transcribed
lzst into typewriting, and that the foregoing pages
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